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(1) 

WHAT BORROWERS NEED TO 
KNOW ABOUT CREDIT SCORING 
MODELS AND CREDIT SCORES 

Tuesday, July 29, 2008 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON OVERSIGHT 

AND INVESTIGATIONS, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 2 p.m., in room 

2128, Rayburn House Office Building, Hon. Melvin L. Watt [chair-
man of the subcommittee] presiding. 

Members present: Representatives Watt, Cleaver, Green, Speier; 
Royce, and Barrett. 

Chairman WATT. This hearing of the Oversight and Investiga-
tions Subcommittee of the Financial Services Committee will come 
to order. Without objection, all members’ opening statements will 
be made a part of the record, and I will recognize those who wish 
to make an opening statement in order of seniority. I will now rec-
ognize myself for 5 minutes for an opening statement to kind of 
frame what we are here about. 

I welcome all of you here. Credit reports and credit scores have 
become important instruments in evaluating whether to extend 
credit to borrowers. Surveys taken by the Consumer Federation of 
America indicate that most individuals do not understand credit 
scores even when they think they are knowledgeable about credit. 
Perhaps I am the best example of that. I probably know more 
about credit reports and credit scores today than I ever have before 
because, for the first time ever in my entire life, in preparation for 
this hearing, I actually got a copy of my credit report and my credit 
score; and even tried to get three of them, but I didn’t have enough 
information to get into the machine to do all of that. 

As the economy has slowed and credit is becoming harder to get, 
it has become even more important for consumers to understand 
credit reports, credit scores, and what it takes to improve them. 

Today’s hearing will focus on credit scores and credit scoring 
models, consumer access to credit scores, and proposals to use al-
ternative data in assessing the creditworthiness of consumers. We 
are fortunate to have with us today representatives of all three of 
the nationwide credit reporting agencies, Experian, Equifax, and 
TransUnion, as well as a representative of Fair Isaac Corporation, 
which is widely credited with developing the first credit scoring 
model that became widely used in evaluating credit. These wit-
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nesses are very knowledgeable and will help us to understand the 
process by which credit scores are calculated. 

While we do not have a user of credit scores with us today, we 
do have a written statement from Capital One, one of the largest 
users of credit scores, explaining how they use both external and 
internally developed credit scores. Including this information in the 
hearing record will assist us in understanding how credit scores 
are developed and how they are evaluated by lenders when making 
credit decisions. 

So I ask unanimous consent to insert the written statement of 
Capital One into today’s hearing record at this point. Without ob-
jection, it is so ordered. 

We will also explore at today’s hearing the use of so-called ‘‘alter-
native credit data,’’ such as rent and utility payments, in evalu-
ating an individual’s creditworthiness. This issue has a particular 
importance to individuals who have little or no credit history, com-
monly referred to as consumers with what are called ‘‘thin files.’’ 
Some believe that increased reporting and consideration of this 
type of data could help to improve access to credit by consumers, 
especially those with thin files or those who have no payment his-
tories currently being collected by the credit reporting agencies. 

Others have raised concerns, however, about the collection and 
use of alternative credit data in evaluating an individual’s credit-
worthiness. Concerns about accuracy, volume, and verifiability of 
this information have been raised by some people about alternative 
data. 

We look forward to hearing more about this issue from our wit-
nesses; and that is a segment of our hearing, which I hope those 
who raised it and wanted me to include it as part of the hearing 
will show up to talk about. 

In addition to the written statement I have submitted for the 
record from Capital One, I also request unanimous consent to sub-
mit written statements from the Federal Trade Commission and 
Payment Reporting Builds Credit. We have requested a written 
statement from the Federal Reserve, and we will submit that for 
the record when we receive it, although it is not here today. 

The Equal Credit Opportunity Act provides that a creditor may 
consider age in a credit scoring model as long as it is not assigned 
a negative value and is empirically derived and statistically sound 
in accordance with the Federal Reserve Board’s regulations. And 
that is what we expect the Federal Reserve’s written statement to 
explain, how they have been implementing this requirement. 

The Federal Trade Commission, under the Fair and Accurate 
Credit Transactions Act, is charged with establishing the fair and 
reasonable fee that consumer reporting agencies may charge for 
disclosure of a consumer’s credit score and their written statement, 
and the FCC’s written statement explains how they have imple-
mented this requirement. Payment Reporting Builds Credit, a con-
sumer reporting agency that allows consumers to enroll and self- 
report on-time alternative credit information has also submitted a 
written statement describing their unique process. And without ob-
jection, I would submit for the record the FTC’s statement and the 
statement of Payment Reporting Builds Credit. It is so ordered. 
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I thank all of our witnesses for being here today and look for-
ward to an informative and useful hearing. And with that, I will 
recognize the gentleman from South Carolina, Mr. Barrett, who is 
substituting for our ranking member, who couldn’t be with us 
today. You are recognized for 5 minutes. 

Mr. BARRETT. Thank you, Mr. Chairman. I appreciate it. 
Gentlemen, thank you for coming today. 
Mr. Chairman, I want to thank you for holding this timely hear-

ing on what borrowers need to know about credit scoring models 
and credit scores. Given the influence of credit scores on the finan-
cial lives of Americans, this hearing is appropriate and much need-
ed. 

Credit scores are not just numbers. The scores affect many parts 
of Americans’ lives, including the terms and rates of their credit 
cards, what they pay on their mortgages, and even their job 
searches. 

Unfortunately, credit scores are often misunderstood, and I hope 
this hearing will help clear up some misconceptions about these 
seemingly mystical numbers, which I believe allow credit to be ex-
tended more effectively and efficiently. 

Before coming to Congress, I ran a small furniture store in the 
town of Westminster, Barrett’s Furniture—Your First Choice for 
Quality and Value, gentlemen, by the way. We are not in business 
anymore, so no more deals. 

Because I knew most of the people who came in my store—I 
knew where they worked, I knew their families, I knew their char-
acter—I was able to determine the credit risk readily available and 
often extended credit to those who might look a little risky on 
paper. Even if my customers might have to stretch a bit to make 
payments, they would make them; and because they would have to 
see me in the grocery store, walking around town, they felt obliged 
to do so in many cases. The system worked for me at Barrett’s Fur-
niture. 

However, larger businesses or ones that are online need a way 
to determine the creditworthiness of a much bigger group of people, 
and credit scores provide a valuable tool to compare the credit risks 
of borrowers. Credit scores are simple, inexpensive, and effective 
predictors of risk that a business owner can use to make sound 
business decisions. 

Generally, as policymakers, we want to create an environment 
where lenders can price risk as accurately and efficiently as pos-
sible, and the market will encourage and improve tools that help 
lenders make these risk calculations more accurate. Because of 
competition, lenders will choose to price risk as accurately and 
competitively as possible. Lenders want to ensure that their rates 
are competitive so they can attract borrowers. 

At the same time, a lender who makes a practice of lending 
money that never gets repaid will probably not be in business too 
long. If credit scores are a valuable tool for predicting risk, they 
will apply them to lending decisions; but if credit scores don’t accu-
rately predict risk of late payments or default, they won’t use them 
anymore. In short, the free market should help ensure the validity 
of credit scoring. 
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We have seen in the mortgage markets what can happen without 
proper lending discipline. While credit scores are only one tool that 
lenders can use to determine who gets a loan and the terms of a 
loan, I think it is a valuable tool in the way they are standardized, 
inexpensive, unbiased, and, most importantly, predictive of risk. 

I would be very concerned about curtailing or banning the use of 
any impartial measure that helps companies better determine risk. 
I would also be concerned about any efforts that would make this 
number less predictive of risk. If we did any of these things, we 
would drive up the cost of credit for lower-risk borrowers, and we 
would essentially be subsidizing the risk for high-risk borrowers. 

While availability of credit can be a benefit for those who can 
repay, we have seen in the housing market what happens when 
credit is widely available for those who cannot pay. Credit scores 
are not only a market-based method of allowing businesses to bet-
ter estimate risk; they also reward sound financial decisions by 
borrowers. Credit scores are based on objective numbers and pat-
terns of behaviors, and the very acts that lead to high credit scores 
basically constitute sound financial behavior. 

Simply paying bills on time and not overextending oneself with 
debt tends to lead to better financial health; I think that is pretty 
much a given. At the same time, borrowers should know that credit 
scores are accurate measures of financial behavior; and I applaud 
Congress for passing the Fair Credit Act and the FACT Act so that 
consumers know their personal information is protected and that 
their credit reports contain accurate information. 

Americans should also be familiar with what they should be 
doing for a good credit score, which should then also help improve 
financial behavior. I plan to hold a TeleTown Hall meeting for my 
constituents on financial literacy, because I believe this is an im-
portant skill for Americans. We should have the proper tools to 
make sound financial decisions, and I hope that this hearing will 
reinforce that, Mr. Chairman. 

Once again, I would like to thank you for holding this hearing, 
Mr. Chairman, and I am confident that the findings will be very 
informative. I yield back. 

Chairman WATT. I thank the gentleman for being here and for 
substituting for the ranking member. 

Mr. Cleaver, do you wish to make an opening statement? 
Mr. CLEAVER. Yes, Mr. Chairman. 
Chairman WATT. You are recognized for 5 minutes. 
Mr. CLEAVER. Thank you, Mr. Chairman, and Acting Ranking 

Member Barrett. 
To the witnesses, we appreciate very much your presence and 

participation in this subcommittee hearing. I am very anxious to 
hear your testimony and to become involved dialogically with you, 
because I have some understandable concern about this issue. 

The timing of this hearing, Mr. Chairman, I think is very, very 
appropriate, maybe fortuitously because of the current challenges 
facing the American public with the housing value dropping almost 
daily. And with almost all of the financial indicators suggesting 
that this may be one of the toughest financial periods that the peo-
ple in our country have faced, at least this generation, credit be-
comes extremely important. 
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Recent news reports and congressional intervention have indi-
cated that the impact of mortgage defaults has extremely damaged 
or decreased the availability of credit. Banks just a few years ago 
were making loans through the drive-out/drive-in window. You 
would just drive by and wave, and you got a loan. 

And, of course, today it is very difficult, as you know, to get 
loans; the banks are closing their wallets. So the information that 
is gained for purposes of attaining credit and the vehicle by which 
credit is issued is of utmost importance right now. 

A few years ago, I brought my grandmother, my maternal grand-
mother, from Waxahachie, Texas, to Wichita Falls, Texas. She was 
unable to care for herself, so we brought her up to give her a 
chance to spend her sunset years with two of her four grand-
children. 

My grandmother eventually died, and as my sister and I began 
to put the pieces together, we discovered that not only did our 
grandmother not have a checking account, we could find no evi-
dence that she had ever had one. We found no evidence that she 
ever had a savings account. She did have some money that she had 
sewn into a pillow. That was her savings. And you could see where 
she had restitched many, many times where she made deposits. 

So I came to the conclusion—and she had an insurance policy, 
which needs to be discussed at another hearing, where she was 
paying 50 cents a week. And on the day she died—she had been 
paying it since I was a little boy; I remember when the insurance 
man used to come by with a little leather bag to collect his 50 cents 
every week, and when she died, she had $350 in life insurance. But 
that is another hearing. 

The point I want to make is that my grandmother had no credit, 
but she paid all her bills. If she was out of town and her water bill 
became due, she would go back home to pay $3.50 for a water bill. 

I am very interested in some of the uncommon ways that the En 
Bancs are functioning today. The Missouri Department of Insur-
ance filed a report which suggested that the average credit scores 
were 12.8 percent lower in the inner cities of Kansas City and St. 
Louis in what is called the Boothill, the southern part of the State 
of Missouri—12.8 points lower. It also reported that certain ZIP 
codes could be looked at to see the low credit scores. 

I am interested in discussing all of these issues with you, and I 
appreciate Chairman Watt calling this hearing. I look forward to 
your testimony. 

Thank you, Mr. Chairman. 
Chairman WATT. I thank the gentleman for his opening state-

ment. And as usual, he brings a real-world perspective to these 
issues, so we need that. 

The gentleman from California, Mr. Royce, is recognized for 5 
minutes. 

Mr. ROYCE. Mr. Chairman, thank you. I would just like to briefly 
welcome Mr. Stan Oliai here from Costa Mesa, which is in Orange 
County, California. He is the senior vice president of decision 
sciences for Experian Decision Analytics. Experian is here, along 
with Equifax and TransUnion; they are the three major credit re-
porting agencies that provide useful information to both consumers 
and to lenders in the United States. 
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I think the ability of lenders to properly assess the risk posed by 
potential borrowers through risk-based pricing is one of the most 
fundamental tools necessary for our financial services sector to 
function properly here in the country. Additionally, a consumer’s 
ability to track their credit report through credit monitoring serv-
ices allows them to understand what is impacting their credit 
score. It helps protect them against identity theft, and it limits the 
damage following security breaches. 

So, again, I would like to welcome Stan Oliai here and all of our 
other witnesses testifying today. I yield back the balance of my 
time, Mr. Chairman. 

Chairman WATT. I thank the gentleman for being here. 
The gentlelady from California is recognized for 5 minutes. 
Ms. SPEIER. Mr. Chairman, thank you for providing us the oppor-

tunity to have this hearing. I think the consumers of this country 
would be well-served to listen in on what we are going to be talking 
about this afternoon. 

I want to welcome Mr. Quinn from Fair Isaac—which is located 
in northern California—a company that, over the years, I 
interacted with when I was in the State legislature. 

I would just like to say in my opening comments that there is 
an incredible mystique associated with one’s FICO score. And when 
I have reviewed this in the past, I am reminded of its being like 
a black box. We really don’t know what goes into the Fair Isaac for-
mula to come up with the FICO score, and in many respects it is 
guarded more rigorously than Fort Knox. 

Having said that, I would just like to say to all of you who will 
be participating in this first panel, the biggest problem is with the 
errors in credit reports; and when there are errors in credit reports 
that are then transmitted to Fair Isaac and then incorporated into 
a FICO score, it is virtually impossible to undo it. 

I was part of an exercise with a local TV station in Sacramento 
a couple of years ago where we took my credit information and 
looked at my FICO score and looked at the errors associated with 
my credit reports. And, Mr. Chairman, I would think it would be 
an interesting experiment if all the members who are on the com-
mittee this afternoon were given an opportunity to look at their 
FICO scores and then their credit reports to see how much misin-
formation there is in one’s credit report. Because the credit report, 
from a historical perspective, has looked at 40 percent error rates 
associated with what is in the credit report. When that is then 
factored into a FICO score, you can see how many consumers 
across this country would be dismayed at a credit score that was 
not, in fact, reflective of their credit behavior. 

I yield back my time. 
Chairman WATT. I thank the gentlelady for being here. And we 

also were surprised at the interest in this hearing today. We wel-
come the presence of C–SPAN 3 that is covering this hearing. I 
think the topic has kind of taken on a life of its own in this credit 
environment, in this mortgage environment. 

So we are anticipating an extremely interesting, informative, and 
educational hearing. It is not just for legislative purposes, but 
hopefully, people will look in and become more informed about 
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their own individual credit. And if they do that, I think we will 
have achieved a nonlegislative objective also. 

I am going to proceed with introducing the witnesses. Their full 
biographies will be put into the record, so I am going to do a very, 
very abbreviated—with your permission—introduction of the wit-
nesses. 

Our first witness will be Mr. Thomas J. Quinn, who is the vice 
president at Fair Isaac Corporation, the corporation that I de-
scribed briefly in my opening statement. 

Our second witness has been informally introduced by his Mem-
ber of Congress, Mr. Royce. He is Mr. Stan Oliai—I think I got it 
right—senior vice president, Experian Decision Analytics, Experian 
PLC. 

Our third witness on this panel will be Mr. Richard G. Goerss, 
chief privacy officer and regulatory counsel at Equifax, Inc. 

And our final witness on the first panel will be Mr. Chet 
Wiermanski, group vice president, global analytical and decision 
systems, TransUnion LLC. 

Without objection, each of your written statements will be made 
a part of the record in their entirety, and each of you will be recog-
nized for 5 minutes or thereabouts to summarize your testimony. 

You have a lighting system in front of you. It starts off green, 
goes to yellow at 4 minutes and to red at 5 minutes. We don’t ex-
pect you to stop in the middle of a sentence; just sum up as quickly 
as you can. I have not been accused of being all that tough on the 
gavel in opening statements because we are here to learn what you 
have to tell us. But your full statements will be made a part of the 
record, and so we hope that you will summarize within approxi-
mately 5 minutes. 

Mr. Quinn, you are recognized for 5 minutes. 

STATEMENT OF THOMAS J. QUINN, VICE PRESIDENT, FAIR 
ISAAC CORPORATION 

Mr. QUINN. Mr. Chairman, and members of the subcommittee, 
my name is Tom Quinn, and I am vice president of global scoring 
solutions for Fair Isaac Corporation. Thank you for the opportunity 
to testify before you today regarding consumer education issues in-
volving credit scores. 

Founded in 1956, Fair Isaac Corporation is the leading provider 
of analytics and decision-making technology. We are not a credit 
reporting agency, but partner with the national credit reporting 
agencies to implement and distribute the FICO scores we develop 
to the thousands of U.S. lenders who use this score in their deci-
sion process. 

A FICO store is a three-digit number ranging from 300 to 850, 
where the higher the score, the lower the risk. Lenders use the 
score, along with other information, to decision the request for 
credit and set the credit line and pricing terms. 

Creating the FICO score model requires two samples of credit re-
ports, 2 years apart, for the same randomly selected depersonalized 
set of consumers provided by one of the national credit reporting 
agencies. Those credit factors found to be most powerful and con-
sistent in predicting credit performance individually and in com-
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bination form the basis for the complex mathematical algorithm 
which becomes the score. 

The traditional FICO score model evaluates five broad types of 
data elements from the consumer credit report. These include, list-
ed in order of importance: Previous credit payment history, about 
35 percent contribution; level of outstanding debts, about 30 per-
cent contribution; length of credit history, 15 percent contribution; 
pursuit of new credit, 10 percent contribution; and mix of type of 
credit, about 10 percent contribution. 

FICO scores were first introduced to the marketplace in 1989 
and have been consistently redeveloped and updated throughout 
the years to ensure their predictive strength. Since it was first in-
troduced, authorized user credit account information present on the 
credit report has been considered in the FICO score calculation. 

Last year, Fair Isaac announced that with our new model up-
date, which is referenced as FICO ’08, authorized user accounts 
would no longer be included in the calculation of the scores. Fair 
Isaac was trying to protect lenders and consumers from a new type 
of credit repair practice known as ‘‘piggybacking.’’ Piggybacking is 
an attempt to artificially and deliberately misrepresent consumers’ 
credit histories to potential lenders by paying consumers with good 
credit scores to add strangers with poor credit scores to their credit 
card account as an authorized user. 

After consulting with the Federal Reserve Board and the Federal 
Trade Commission earlier this year, we have now decided to con-
tinue considering authorized user account tradeline information in 
the FICO ’08 models. Our scientists have devised a method to con-
sider these trades while materially reducing the negative impact 
that could arise from the piggybacking practice. 

Fair Isaac also pioneered the use of alternative data to assist in 
credit decisions for the 30 to 50 million consumers with thin credit 
files or no credit files. Our FICO expansion score service evaluates 
nontraditional credit history information provided by specialized 
credit bureaus, including payment performance records for pur-
chases such as furniture bought on layaway, verified bill payment 
information, membership account performance at retail lenders, 
and selected performance involving bank deposit accounts such as 
the propensity to overdraw checking accounts. 

Fair Isaac has been a pioneer in consumer education about credit 
scores. On March 19, 2001, Fair Isaac, in partnership with Equifax, 
launched its score explanation Web site for consumers called 
myFICO.com. At myFICO.com the consumer obtains their FICO 
score, the underlying credit report on which it was generated, as 
well as a detailed explanation of the score and the reasons why 
their score was not higher. 

The price of the product was $12.95 in 2001, when first intro-
duced, and has increased over 7 years to, currently, $15.95, for an 
average annual rate of increase of 3.3 percent. During the past 7 
years, Fair Isaac has introduced additional products to help con-
sumers with their credit management objectives. 

To date, approximately 20 million FICO scores have been deliv-
ered to consumers from myFICO.com and Equifax.com via affili-
ates. By using myFICO, consumers have taken the step to control 
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their credit lives and help improve and protect their overall finan-
cial health. 

There also is an abundant amount of educational materials about 
credit scoring on myFICO.com; myFICO has also partnered with 
consumer outreach entities such as the Consumer Federation of 
America on creation of credit score educational materials which 
have been distributed to thousands and thousands of consumers 
nationwide by both organizations. 

Fair Isaac is regulated at the Federal level by the Federal Trade 
Commission. We have a regular, ongoing dialogue with the FTC in 
which we explain our products and practices. In addition, we fre-
quently interact with and conduct education programs on FICO 
scores for the FTC, the OCC, the OTS, the FHA, the FDIC, and the 
Federal Reserve. We also regularly speak with many State attor-
neys general and other government officials. 

I thank you for the opportunity to share with you Fair Isaac’s ex-
pertise and experience in this important area. 

[The prepared statement of Mr. Quinn can be found on page 136 
of the appendix.] 

Chairman WATT. Thank you so much for your testimony. 
Mr. Oliai. 

STATEMENT OF STAN OLIAI, SENIOR VICE PRESIDENT, 
EXPERIAN DECISION ANALYTICS, EXPERIAN PLC 

Mr. OLIAI. Good afternoon, Chairman Watt, Representative Bar-
rett, and members of the subcommittee. 

My name is Stan Oliai, and I am senior vice president for 
Experian Decision Analytics. I would like to thank the committee 
for the opportunity to testify here today and provide the informa-
tion that will describe how credit scores are developed and used. 
I will summarize the longer statement that I have submitted for 
the record. 

In starting, I would like to go over a brief background of 
Experian. With our North American headquarters in Costa Mesa, 
California, Experian currently operates in 65 countries with more 
than 15,000 employees worldwide. Experian is well known in the 
United States as one of the three national credit reporting agen-
cies; however, Experian is also a global leader in providing infor-
mation, analytical tools, and marketing services to organizations 
and consumers to help manage the risk and reward of commercial 
and financial services. My business unit, Decision Analytics, serves 
as one of the world’s largest providers of software for credit scoring, 
fraud detection, and risk-based pricing. 

Most lenders use a credit score to estimate the relative risk that 
a consumer presents in repayment of a loan, and use the score as 
part of a process to price the product accordingly. The use of scores 
for risk-based pricing has led to significant increases in efficiencies 
in the market that provides tremendous benefit to both businesses 
and consumers. Some of the tangible consumer benefits include less 
cross-subsidization of risk, lower prices, more available capital, and 
real-time lending decisions. 

Despite these benefits, the process is often not fully understood 
or appreciated. One thing that is sometimes misunderstood is the 
role of the credit reporting agency in the lending process. 
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I want to emphasize that neither the company that developed 
scores nor the credit reporting agency that delivered the informa-
tion to scoring models participate in the actual lending decisions. 
We simply are not in a position to testify as to how scores are 
weighted or what other information, besides the scores, is consid-
ered when a lending decision is made. The lender is the entity that 
makes those decisions. 

Credit reporting agencies do, however, provide credit reports and 
can generate a credit score from a model chosen by a lender. These 
credit scores are then used in the lenders’ own proprietary under-
writing process which would likely use information from multiple 
internal and external sources when making such a decision. 

It is worth noting that each lender is different. An acceptable 
risk level for one lender may not represent an acceptable risk level 
for another. For example, one lender may see one recent 60-day 
late payment as acceptable while another may not. 

I would like to briefly describe what a credit score is and how 
it is calculated. 

A credit score is a numerical expression of risk of default based 
on a credit report. The score is produced by a mathematical for-
mula created from a statistical analysis of a large representative 
sample of credit reports. The formula is typically called a ‘‘model.’’ 

The credit score is calculated by the model, using only informa-
tion in the credit report. These reports include the following types 
of information: The credit account history, such as was the account 
paid, was it paid on time, how long has the account been open, and 
what is the outstanding balance; the type of account, is it a mort-
gage, is it an installment, is it revolving; the public record informa-
tion, liens, judgments, bankruptcies, for example; and inquiries in 
the credit file that represent applications for new credit and other 
consumer-initiated transactions. 

A credit report does not include information such as income or 
assets. It also does not include demographic information such as 
race or ethnicity. Demographic factors are not used in the calcula-
tion of a credit score. 

Regulation B allows lenders to use models that are empirically 
derived and demonstrably and statistically sound. 

Regulatory oversight of credit scores is accomplished through 
routine bank examinations for compliance with a number of laws 
that govern fair lending, such as the Equal Credit Opportunity Act. 
This makes sense because the lender chooses the scoring model to 
assist in this proprietary underwriting process. The lender is ulti-
mately responsible for demonstrating to regulators that the scoring 
model it has chosen complies with the lending laws. 

Next, I would like to describe how consumers can obtain their 
credit scores, as well as maintain a good credit score. 

A consumer can obtain a free disclosure of the credit report once 
a year from www.annualcreditreport.com. While obtaining an 
Experian credit report through that Web site or at any time 
through Experian.com, a consumer can obtain their VantageScore 
for $5.95. Since Experian believes it is in the consumer’s best inter-
est to acquire the credit report and the score at the same time, we 
also offer a combined package of both for $15. This way, consumers 
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are able to see how the score and the accompanying reason codes 
actually relate to the information in the credit report itself. 

The committee has asked about the total number of scores and 
consumer disclosures Experian has made to consumers since the 
FACT Act was enacted. We are pleased to provide an aggregate of 
those numbers to the committee through our trade association, the 
Consumer Data Industry Association, or CDIA, that is compiling 
this information across the industry, and will provide it to the com-
mittee as soon as possible. 

I would also like to describe the benefits of credit scoring. Credit 
scores provide a marked improvement over manual review. Their 
use allows for lending decisions to be made accurately, efficiently, 
and in a timeframe convenient for consumers. Since a credit score 
is calculated on the information in the credit file, the potential sub-
jectivity on the part of a lender is limited. Credit scores form con-
sistency in decisions as the same formula is applied evenly across 
a lender’s portfolio. In fact, automated credit scoring leaves much 
less opportunity for discrimination in a potentially subjective as-
sessment by a lender. 

Credit scores are blind to the factors protected by the Equal 
Credit Opportunity Act, which include race, color, religion, national 
origin, sex, marital status, and age. 

In conclusion, credit scores remain one of the great advance-
ments in consumer lending and represent enormous opportunity for 
both consumers and lenders. Experian works hard to ensure that 
we have accurate and up-to-date credit information. We do this so 
that consumers are assured that their credit scores will serve as a 
useful tool in helping them to obtain the credit for which they are 
eligible. 

Thank you for the opportunity to express Experian’s views on 
this important issue. 

[The prepared statement of Mr. Oliai can be found on page 126 
of the appendix.] 

Chairman WATT. Thank you for your testimony. 
Mr. Goerss of Equifax, you are recognized for 5 minutes. 

STATEMENT OF RICHARD G. GOERSS, CHIEF PRIVACY 
OFFICER AND REGULATORY COUNSEL, EQUIFAX, INC. 

Mr. GOERSS. Mr. Chairman, and members of the subcommittee, 
I am Richard Goerss, chief privacy officer and regulatory counsel 
for Equifax Inc. We have filed written testimony for the record, and 
with your permission, I would like to take just a few moments to 
highlight that testimony. 

I want to thank you for this opportunity to testify regarding 
what borrowers need to know about credit scoring models and cred-
it scoring. My oral testimony is primarily focused on the informa-
tion that Equifax provides to consumers about credit scores, and 
how consumers can obtain credit scores from Equifax. 

Founded in 1899, Equifax Inc. is the oldest, the largest, and the 
only U.S. publicly traded of the national companies that provide 
consumer information for credit and other risk assessment deci-
sions. As one of the three national credit reporting agencies, the ac-
tivities of Equifax are highly regulated under the Fair Credit Re-
porting Act and other related Federal and State statutes. Equifax 
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is a highly responsible steward of sensitive consumer information, 
and as such, we are committed to fairness and privacy protection 
for consumers. 

My written testimony describes what a credit score is, discusses 
the benefits which credit scoring provides to both consumers and 
lenders, discusses Equifax’s scoring models and scores, explains 
how consumers can obtain their credit score directly from Equifax, 
and identifies some steps that consumers can take to improve their 
creditworthiness and, by extension, their credit scores. 

Even more of that information is available on the Equifax Web 
site. For $7.95, consumers can obtain a disclosure of the Equifax 
FICO, or Beacon score, which is the credit scoring model most com-
monly distributed by Equifax to lenders. 

Consumers can request a credit score disclosure by itself, that is, 
without a copy of their credit file, a credit monitoring product, or 
any other ongoing scoring products, by sending a written request 
with proof of identity to Equifax, Post Office Box 105252, Atlanta, 
Georgia 30374, or by calling us toll free at 1–877–SCORE–11 or 1– 
800–685–1111. 

Consumers calling these toll free numbers also have the option 
to order their credit score disclosure together with a copy of their 
Equifax credit file, and if they choose to, just order a copy of their 
Equifax credit file without, in fact, the score disclosure. 

In addition to the consumer’s score, the Equifax score disclosure 
package includes the key scoring factors that affected the con-
sumer’s credit score, the FTC’s summary of consumer rights under 
the Fair Credit Reporting Act and other information. 

Additionally, consumers who obtain their free FACT Act annual 
file disclosure from Equifax through the annualcreditreport.com 
Web site can also obtain credit score disclosure along with their 
free annual credit file disclosure, if they wish to do so. 

Further, consumers entitled to free credit file disclosures for 
other reasons under the Fair Credit Reporting Act or State law can 
request free disclosure, free file disclosure at www.Equifax.com/ 
FCRA where these consumers are also offered the opportunity to 
obtain their credit score disclosure. Additionally, at our Web site, 
www.Equifax.com, consumers can obtain, at no cost, general but 
helpful information about credit scores. 

Let me close by saying a word about the critical and positive role 
played by credit scores. 

These scores promote fairness in consumer lending decisions, 
help to make credit available to a broad range of consumers, and 
help to increase efficiency and cost effectiveness in our consumer 
credit markets. Increasingly, the emphasis on credit scores is help-
ing consumers to better understand their underlying credit reports 
and the financial literacy elements of consumer credit. 

At Equifax, we are proud of the early and pivotal role we have 
played in developing credit scores and working with lenders and 
consumers to meet their lending and borrowing needs, but more 
needs to be done in this very dynamic marketplace. Equifax, for ex-
ample, is continuing to look at alternative data and other sources 
and means for credit scores and for credit decisions. 

Thank you again for the opportunity to testify on this important 
issue. Equifax looks forward to continuing to work with the Con-
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gress on scoring issues and on educating consumers as to what 
they need to know as borrowers about credit scoring models and 
credit scores. Thank you. 

[The prepared statement of Mr. Goerss can be found on page 82 
of the appendix.] 

Chairman WATT. Thank you for your testimony. 
Mr. Wiermanski, you are recognized for 5 minutes. 

STATEMENT OF CHET WIERMANSKI, GROUP VICE PRESIDENT, 
GLOBAL ANALYTICAL AND DECISION SYSTEMS, 
TRANSUNION LLC 

Mr. WIERMANSKI. Chairman Watt, Congressman Barrett, and 
committee members, thank you for your invitation to TransUnion 
to testify today on the important subject of what borrowers need 
to know about credit scoring models and credit scores. 

At TransUnion we are proud of our contribution to the con-
tinuing development of credit scoring models which have fostered 
the availability of financial services to American consumers. 
TransUnion provides our customers in the financial services indus-
try with scoring models which help financial institutions increase 
the breadth of their services to consumers. We provide individual 
consumers with educational information about credit scores, and 
we have for many years encouraged full-file reporting by utilities 
and telecommunication firms as, if practiced, benefits in particular 
those consumers with thin credit files. 

Mr. Chairman, without any doubt, the use of credit scoring has 
produced significant consumer benefits. The growth of consumer 
credit scoring has allowed lenders to more accurately predict risk 
exposure at multiple levels. This has allowed the implementation 
of more granular, risk-based pricing strategies which, in turn, has 
led to decreased cost and increased availability of consumer credit. 
The same phenomenon has occurred in the property and casualty 
insurance marketplace. 

It is important to explain what a credit score is. A credit score 
is simply a numeric reflection of a consumer’s predicted behavior, 
such as creditworthiness, based upon an evaluation of several dif-
ferent factors. Prior to credit scoring, lenders relied on individual 
loan officers to eyeball a credit application and determine whether 
the consumer was a good credit risk. Credit scoring standardizes 
that process within a lender’s company and allows for a more objec-
tive and uniform review of applications. 

It is important to note that there is not one credit score for a con-
sumer. Credit scoring models vary among lenders, consumer re-
porting agencies, and credit score providers. Credit scoring models 
can vary within the same lender, such as if a lender uses one scor-
ing model for approving credit card applicants, but a different 
model for mortgage underwriting. 

We believe that a credit score such as the TransRisk or 
VantageScore a consumer can buy from TransUnion is very useful 
in giving the consumer a general understanding of how a lender 
may evaluate the consumer’s creditworthiness. Although these 
credit scores are used by lenders and insurers, they also allow con-
sumers to have a general understanding of credit scores. 
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I should also note that a consumer need not even buy a credit 
score to understand the key factors considered in most credit 
scores. This type of information is available from us at no cost. Al-
though understanding the credit scoring process has clear con-
sumer benefits, in our experience it is more important for the con-
sumer to verify the accuracy of the information in his or her credit 
file at a consumer reporting agency. 

At TransUnion, we believe that a consumer’s first priority on this 
issue should be to exercise the right to obtain a free annual disclo-
sure of his or her credit report and to ensure that the information 
is complete and accurate. 

There are hundreds of credit scoring models used by creditors 
and insurers, but there are presently just three nationwide con-
sumer reporting agencies which maintain a central Web site, 
annualcreditreport.com, from which each American can obtain a 
free annual credit report from either TransUnion, Equifax, or 
Experian. 

Credit scoring models depend on the accuracy, completeness, and 
integrity of the underlying information in the credit report; as 
such, that deserves priority. 

Finally, I want to touch briefly on the issue of alternative data. 
There is strong evidence to suggest that consumers would benefit 
from the increased reporting of nontraditional credit information. 
For example, consumers with thin credit files and, in particular, 
minorities, immigrants, young and old, all experience a net benefit 
from full-file reporting by energy companies and telecommunication 
providers. Consumers with impaired credit histories also obtain a 
net benefit from full-file reporting by these companies. 

We are presently engaged in a follow-up study to learn more 
about the impediments to full-file reporting faced by the utilities 
and telecommunication industry. It may be very well that Congress 
may have a role to play in removing roadblocks to encourage vol-
untary full-file reporting. 

Thank you again, Chairman Watt and Ranking Member Barrett, 
for this opportunity to present our views. I look forward to answer-
ing any questions you may have. 

[The prepared statement of Mr. Wiermanski can be found on 
page 173 of the appendix.] 

Chairman WATT. Thank you so much. 
I would like to thank all of these witnesses for being with us. 
We will now recognize each member of the subcommittee for 5 

minutes each to ask questions of this panel. And, as usual, I have 
a whole file full of questions. That is what happens when you learn 
more and more about what is going on in a particular area. 

I would say as a general statement, just to set you at ease, that 
I have become more and more convinced of the value of having 
some form of credit reporting and credit scoring. There are a couple 
of concerns about things, though. 

Number one, I noticed when I got my credit report that because 
I had gone into a department store, for example, where they told 
me, okay, if you open our department store credit card we will give 
you a 10 percent discount on your purchase. It sounded like a no- 
brainer to me—I mean, 10 percent off the top. But I didn’t realize 
until today, when I started reviewing my credit report, that by 
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doing that, I was actually worsening my credit. On each of those 
three occasions where I did that, I got the 10 percent or 15 percent 
discount; on at least two of the three occasions, I have never used 
the credit card again. 

So the first question I have is, you mentioned that debt is obvi-
ously one of the factors that you consider in your modeling. But in 
that case, debt was not the amount that they required me to 
charge on that first transaction, but the $5,000 credit limit that 
they gave me that I never went back or used. 

So I am concerned that either we ought to be making retailers 
disclose that opening those accounts could have an adverse impact 
on credit or that the definition of debt when you are doing your 
modeling perhaps should take into account only what somebody 
has incurred as opposed to some limit that they quite often never 
use. 

In fact, I don’t think on any of the credit cards that I had re-
ported on, I have ever gotten anywhere close to the maximum cred-
it that they have authorized me, yet it seemed to me that you were 
taking into account the maximum credit that really never got used. 
How can this be addressed? 

Now, the second question I have is—and I am going to let you 
answer both of these together because I know I am going to run 
out of time; and this is happening with a bunch of students now, 
apparently. They are shopping around for the lowest rate that they 
can get on a student loan. 

I noticed on my credit report, when I went shopping for alter-
native credit to find the best available credit, the inquiries count 
against my credit rating. That seems to indicate to me I am a bet-
ter shopper, I am a better consumer or to be a positive that I am 
shopping around, rather than a negative that I am shopping 
around; yet, it seems to me in the models that are being used, that 
becomes a negative factor in evaluating my credit. 

In fact, all three of your companies will be getting a letter from 
a number of us about these student loan issues soon. So if you are 
not prepared to answer that one today, we are going to try to get 
you to answer it at a later date. 

But give me your responses on both of those two issues that I 
have raised. 

Mr. Oliai, do you want to go first? 
Mr. OLIAI. I would like to. 
On the first question regarding applying for a retail card at point 

of sale to get a discount, that is actually a very common practice 
and, frankly, like you say, a no-brainer by and large. While it does 
post an inquiry to your account, which generally the more inquiries 
you have, the higher—the relationship is towards a higher level of 
risk, that occurs when there is a good amount of new inquiries. 
One, two, or three generally don’t move the dial that much. And 
I am using some general terms. 

If I were to take your example even that much further, there are 
multiple ingredients in a credit score. And so, while having the ad-
ditional retail inquiries may have taken a few points off of it, open-
ing up a new account for which you have so much available credit, 
the difference between what you actually used versus the line that 
was assigned actually works in your favor. This shows the more 
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available credit you have, the better your credit standing in gen-
eral. 

So we can’t look at these kind of on a one-attribute-by-one-at-
tribute basis, as it is a combination of factors that come into and 
feed the score. 

It would be interesting to look at your case in particular. My gut 
feeling tells me your score probably would have increased over time 
because of that tradeoff between the one inquiry and the increased 
amount of available credit. 

Chairman WATT. I confess I did have a pretty good credit score, 
but it wasn’t 850. I understand that there is a zero probability that 
somebody can get an 850 score. That is another thing I learned in 
this process. 

Mr. Goerss. 
Mr. GOERSS. Well, I am not the—the gentlemen here are the 

statisticians and model developers. But for the Equifax models, the 
combination of inquiries, our models that we develop don’t take in-
quiries into much account at all. So that addresses either— 

Chairman WATT. Into much account or into no account? 
Mr. GOERSS. Four of our models take them into no account, one 

or two of our models use it to less than 1 percent. So most of our 
models— 

Chairman WATT. So in your model, students who are shopping 
around for student loans, making inquiries, that is not going to 
count against them? 

Mr. GOERSS. That is correct, it would not. Nor— 
Chairman WATT. What about you, Mr. Wiermanski? 
I am going to get it right at some point. That is what you get 

for accusing me of being Polish. I am just going to butcher your 
name the rest of the day. 

Mr. WIERMANSKI. Just to add to what Stan had mentioned, in-
quiries are included in the model because they prove statistically 
that they do rank-order the risk. So that is why any components 
in a credit scoring system find their way into the score. The 
amount— 

Chairman WATT. Say that one more time. 
Mr. WIERMANSKI. The inquiries find their way into a credit scor-

ing system based upon empirical and statistically valid data, and 
that is how they find their way into being included as a component 
of a credit scoring model. 

The weights that are assigned— 
Chairman WATT. So you are saying, by and large, the more in-

quiries you have, generally the worse your credit is going to be. But 
for somebody where that is not the case, it ends up working against 
them because on a general level, statistical level, it is predicted. 

Mr. WIERMANSKI. And as Stan had mentioned, as the number of 
inquiries increase over a period of time, they become more severe 
in terms of how you might be penalized on your credit score. 

I do want to note that in one of our models, developed specifically 
for consumers with past credit delinquencies, the presence of the 
first inquiry actually is treated positively. So consumers who may 
have had delinquent information posted to their credit file, when 
they go shopping after a period of time and if that is one inquiry, 
they actually are rewarded for shopping responsibly. If there are a 
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number of inquiries quickly afterwards, then they do become penal-
ized. So inquiries, by nature, are not always treated negatively. 

And then the last piece on student shopping, there is a practice 
in the industry, which varies across scoring systems, which is 
called ‘‘inquiry de-duping,’’ where inquiries within a period of time 
from the same type of institution—and this is particularly imple-
mented for auto loans and mortgages; they group the inquiries 
from banks, finance companies and mortgage companies and treat 
them as one. And at TransUnion we have looked at this student 
shopping phenomenon; and the way that our de-duping process 
works, we believe that consumers would not be adversely impacted 
by shopping for student loans because the way we go about de-dup-
ing the inquiries, reduced—minimizes that shopping behavior. 

Chairman WATT. Okay. My time has expired. We will do follow- 
up on the student side of this in particular because I think, more 
and more, people are raising this as a concern. And it may not be 
a real concern based on what you have testified, but I think we 
need to get that verified. 

Mr. Barrett is recognized for 5 minutes for questions. 
Mr. BARRETT. Thank you, Mr. Chairman. 
Mr. Goerss, you mentioned alternative sources rather than, I 

guess, your standardized. And there are a lot of different things. 
Talk to me a little bit about alternative sources and what other 
issues or what other scoring methods we can use. 

Mr. GOERSS. There are a number of different alternative sources. 
I think probably a definition of alternative data would be data that 
is not currently used in the credit file. We, at Equifax, have experi-
ence working with utility companies, have developed and managed 
utility exchanges. They contain a limited amount of telco and util-
ity information accounts that are used by the members of that ex-
change in limited roles at this point, but they are used to help the 
members determine if a credit deposit needs to be assessed or not. 

And so we are working with them and will continue to work in 
that area. We are also looking at different sources for rental-type 
accounts, such as landlord-tenant, are there other rental-type ac-
counts that can be used. 

For all of the information that can be used, that is alternative 
data, it is important to analyze what it brings to a credit-reporting 
decision. Are the data furnishers or would the data furnishers be 
in a position to meet all of the FCRA requirements for data fur-
nishers, in terms of making sure the information is accurate, mak-
ing sure that they participate in the reinvestigation process as 
needed? But we feel that there are certainly a lot of opportunities 
in that area that we continue to pursue. 

Mr. BARRETT. Okay. Let me move along a little bit. 
Now, Mr. Oliai, you talked about an automatic credit system. I 

guess when I thought about somebody’s credit score, I thought 
about a person coming in and somebody taking a look and saying, 
‘‘That is Gresham Barrett,’’ yada, yada, yada. 

Do you plug all this stuff into a machine and the machine just 
factors all of this data? Tell me a little bit about an automatic cred-
it score. 

Mr. OLIAI. Sure. First of all, there are so many different types 
of credit scores. But, typically, they are implemented electronically, 
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so that when a lender or credit granter of any kind pulls a credit 
report, the score is returned straight away, either calculated and 
returned by one of the bureaus or calculated in their own environ-
ment with their own application processing and decisioning soft-
ware. 

So that score is, just as we mentioned before, one element of the 
overall credit decision that is then plugged into some sort of deci-
sion framework, that proprietary decision framework that a lender 
or credit granter would have. So it is done very much on the fly, 
real-time, with respect to credit applications. 

Mr. BARRETT. Okay. Mr. Wiermanski, I know when I was in the 
furniture business, when we pulled somebody’s credit report, there 
was hardly anybody who didn’t have some type of medical bill in 
some shape, form or fashion. Tell me how that affects credit scores, 
some type of medical bill, because we had people who had excellent 
credit with the exception of medical bills, and they always paid 
their bills. So, kind of factor that into it. 

I am a big proponent of the free market. I think everybody needs 
to use their own formula. But would there be an advantage—two 
questions: about medical bills; and the possibility of some standard-
ized form that everybody used, just one, rather than several dif-
ferent ones. If you would take those two. 

Mr. WIERMANSKI. The way that medical bills would find their 
way into a credit bureau typically would be from a bad debt collec-
tion opportunity. So my understanding is that most of the generic 
models that are offered, whether they are developed by TransUnion 
and other third parties, typically do include those medical items 
when they surpass a certain threshold. And, at this point, I don’t 
know what that threshold is; I believe it might be $100. 

At TransUnion, we have just introduced our new versions of our 
TransRisk scores, the 3.0 versions. They do not take medical collec-
tion items into consideration in the score calculation. So we have 
engineered those where we cannot include them for credit scoring. 

So I think in terms of how we might be able to standardize our 
approach, it would be worthwhile to have the debt collection agen-
cies have some type of standardized nomenclature returned to the 
bureaus to identify medical debt so that they can be considered in 
the scoring systems, or not. 

Mr. BARRETT. Okay. Thank you. 
Mr. Quinn, say I am a high school student getting ready to go 

to college. How do I build my credit history, number one? And, 
number two, we as leaders, how do we do a better job of educating 
individuals on financial situations, how to keep their rear end out 
of debt? That is a South Carolina term; sorry about that. 

Mr. QUINN. I think we can all understand that term. 
I think one of the best ways to help young adults establish credit 

is through the family interaction, parents educating the young 
adults about how to manage their credit in their day-to-day exam-
ples in household debt management. 

And there is a variety of different institutions out there that 
have programs set up to help young people establish credit. Some-
times it requires a cosigning, for example, with a parent. Credit 
card issuers do have the authorized user approach as one way to 
help younger consumers get established with credit. 
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So I think there is a variety of different options out there to help 
young people get established with credit. I think, again, the chal-
lenge is, are they aware of that, and if they are not, how can we 
collectively make them more aware of those opportunities? 

Mr. BARRETT. Thank you, gentlemen. 
My time is up, Mr. Chairman. 
Chairman WATT. I thank the gentleman. 
Mr. Cleaver is recognized for 5 minutes. 
Mr. CLEAVER. Thank you, Mr. Chairman. 
I was sufficiently depressed listening to you talking about what 

you learned about your credit score and the inquiries. I have a lot 
of questions, so I am hoping you can give some succinct responses. 

Let us say I have a credit card, the ‘‘Sink You’’ credit card, and 
I have a $20,000 limit, and someone inquires about my credit, and 
my highest monthly balance has been $10,000. But, as the report-
ing comes in, the software suggests that my highest balance is also 
my credit limit, so that the $10,000 represents an exhaustion of my 
credit, that I have gone to the top. 

Does that negatively impact my credit score? 
Mr. QUINN. No. With FICO scores, the way we look at credit card 

information in calculating the scores is we first look at the limit 
field to see if there is information that has been supplied by the 
credit card issuer in terms of the line, so the $20,000 in your exam-
ple, if that is available, that is the figure that we would use in try-
ing to calculate a revolving utilization calculation, for example. 

If it is missing, then we default to the highest balance field and 
use that as the limit in default, if it is not provided in the limit 
field, because the data in our analysis shows that is predictive. 

If that information is missing, then we bypass that credit card 
in any of our utilization calculation characteristics in the score. 

Mr. CLEAVER. Thank you. 
I am probably more interested in the three rating agencies. 
Mr. OLIAI. I will take the first crack. 
With the VantageScore, we actually do not include the trades 

without a limit reported. 
Mr. CLEAVER. Say that again, please. 
Mr. OLIAI. In VantageScore—let me take a step back. Typically 

where credit limit becomes an issue, or the reporting of credit lim-
its becomes an issue, is when you are calculating utilization or the 
relation between the balance on the card over the limit. So— 

Mr. CLEAVER. And when you do this, this is not taking into any 
account the credit limit? 

Mr. OLIAI. Well, more often than not, the limit is reported to us. 
And so we are getting the actual limit from the card issuer. There 
are some models, and you just heard Mr. Quinn talk about one in 
which there is some logic built in that will go to high balance if 
limit is not available. 

As an alternative, with VantageScore, we do not let that par-
ticular trade line come into the utilization calculation where we 
have no limit. So it wouldn’t adversely impact a consumer because 
an issuer hasn’t reported the limit information. 

Mr. CLEAVER. But if a person appears on the credit report to uti-
lize his or her credit limit, that impacts negatively; is that right? 
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Mr. OLIAI. Well, in general, the more available credit that you 
have that is used up and therefore not that much available credit 
left, that will point in the direction of a higher level of risk on its 
own. 

As I mentioned before, there are multiple ingredients in a credit 
score. 

Mr. CLEAVER. Okay. In your opening statement, which I appre-
ciated, you essentially said that the credit rating agencies, and let 
me use a Biblical term—there is no respect of persons, right? 

Mr. OLIAI. I am sorry? 
Mr. CLEAVER. ‘‘No respect,’’ it is a biblical term, means that no-

body gets preferential ratings, that everything is equal, that you 
mentioned there is no consideration given to race or gender. In the 
Bible—I don’t want to do a Bible study, but the quote is, ‘‘For there 
is no respect of persons with God.’’ Anyway, and now turn, please, 
to the New Testament. 

[Laughter] 
But I have a report here which would suggest the opposite from 

the Missouri Department of Insurance, which I made reference to 
earlier. It suggests that regions and ZIP codes suggest credit rat-
ings. 

Mr. OLIAI. One is not necessarily tied to the other. The data that 
we use in the credit scores is what is available on the credit report, 
and we are completely blind to issues of any kind of ZIP preference 
or redlining or race or ethnicity. 

The fact that there are correlations doesn’t necessarily imply 
cause and effect. So we have done extensive studies, as I am sure 
other groups have done, that show that these models work very 
well irrespective of what geography or segment of the population 
you are looking at. 

Mr. CLEAVER. Well, I don’t think it is racial. I mean, the 
Bootheel of Missouri is essentially all white, and the report sug-
gests that their credit scores are lower than the wealthier regions. 
But it also suggests that if you go to the ZIP codes, the minority 
communities then pop up as having lower ratings. 

When you are giving out information—this is a question—when 
you are giving out information, you do not use any information 
other than the actual score? I mean, you are not extracting any in-
formation that would give the lender any clue or indication about 
the geography of the person seeking that credit? 

Mr. OLIAI. That is correct; the geography will not play into a 
credit score. 

I would add, though, that if you were to take it and dissect it 
a little bit further, you might look at certain geographies and see 
a higher incidence of delinquency or default that has nothing to do 
with the geography in general, just that you have like-minded con-
sumers living closer together. And that is probably more what is 
driving the score result than anything else. 

Mr. CLEAVER. Okay. One final question, Mr. Chairman, please, 
sir? 

Chairman WATT. Go ahead. It looks like we are going to have to 
give people an opportunity to come back. So if the gentleman 
doesn’t mind holding his question, we will do another round, be-
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cause I have about 15 more questions that the staff has given me 
since I used up my 5 minutes. 

Mr. CLEAVER. Well, thank you, Mr. Chairman. I yield back the 
balance of my time. 

Chairman WATT. Okay. Which you didn’t have. 
[Laughter] 
Mr. Green is recognized for 5 minutes. 
Mr. GREEN. Thank you, Mr. Chairman. 
And I thank the Reverend for introducing, I believe it was the 

New Testament where you left off. So I will move us from the New 
Testament to the Now Testament, if I may, and the Book of Credit. 

Mr. Quinn, my suspicion is that you may be picked on more than 
your colleagues simply because of the difficulty of pronouncing 
their names. So if it seems as though I am leaning toward you, it 
may have something to do with this difficulty. 

But let’s start with the comment that was made about on-the-fly, 
real-time, automated results. I believe that this is a question that 
would go to Mr. Oliai. 

And am I pronouncing your name correctly, sir? 
Mr. OLIAI. ‘‘Oliai.’’ 
Mr. GREEN. ‘‘Oliai,’’ all right. Mr. Oliai, you said real-time re-

sults; what does that mean in terms of actual time? Is it seconds, 
minutes? What is it, please? 

Mr. OLIAI. It is typically subsecond. 
Mr. GREEN. Subsecond? 
Mr. OLIAI. Yes. 
Mr. GREEN. Meaning you can make the inquiry, press some key, 

and within as much time as it takes to print, you have the results? 
Mr. OLIAI. That is a fair statement. Probably an easy example 

of that is Chairman Watt’s experience getting the 10 percent dis-
count on a card. That a real-time decision, and the discount was 
offered right there on the spot. 

Mr. GREEN. And I would assume that this is then full-file tradi-
tional credit? 

Mr. OLIAI. This would apply to any applicant. 
Mr. GREEN. Any applicant? All right, well, let’s talk about an ap-

plicant who does not have traditional credit but may have what we 
will call alternative credit—light bill, gas bill, water bill, phone bill, 
and maybe some other nontraditional things. Will those be factored 
into the file that you currently have? 

Mr. OLIAI. Those sources of data don’t currently feed the credit 
file, but there are multiple offerings. It really depends upon which 
ones the lenders choose to employ. 

Mr. GREEN. Is it safe to say then, when we have this nontradi-
tional applicant, that we move from real-time to some time more? 
Is that a fair statement, if you are going to assess and use the al-
ternative credit? 

Mr. OLIAI. It is fair to a degree. It really does depend on the situ-
ation and how the lenders make their decision. 

Technically speaking, if you are going to now go to another alter-
native source, that is another transaction, another data trans-
mission. That would add to the transaction time. Would it add so 
measurably or significantly? Probably not. If the lender had— 
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Mr. GREEN. Are you equipped, are you established, are you set 
up to go to alternative credit scores immediately upon realizing 
their file is thin? 

Mr. OLIAI. Experian is not set up to do that automatically today. 
We do have a third-party partnership in which, if the lenders 
choose to go that route, we can help them set that up. 

Mr. GREEN. And that is time-consuming, I assume. 
What I am trying to do is get a handle on how long, what does 

the process require in terms of time, when you move from tradi-
tional full file to alternative thin file? Can you help me with this, 
please? 

Mr. OLIAI. You know, there is no rule of thumb per se, because 
it all is relatively new, and it really is dependent upon the lending 
criteria. 

The data is available—well, to the degree that the data is avail-
able and pertinent to the decision, it can be brought in. And then 
it is incumbent upon the lender to determine how to base their de-
cision on it. 

Mr. GREEN. In every case, can you move to an alternative thin 
file if the applicant wants you to do so in every case? 

Mr. OLIAI. That would be a function of what the lender or credit 
granter wanted to set up, as opposed to the applicant. 

Mr. GREEN. So you are prepared to give us a traditional full-file 
result, and if we want something in the alternative, the lender has 
to give some judgment as to whether or not it is appropriate to do 
so. Is that a fair statement? 

Mr. OLIAI. I believe that is a fair statement. ‘‘Appropriate’’ in the 
context of is it relevant to the decision, does it help align with their 
business strategies, etc. 

Mr. GREEN. Do you agree that persons with alternative credit 
can pay bills and can perform to the same extent as persons who 
have the traditional full files—not all, but a good many can? It is 
just that you don’t have the means of measuring them to the same 
extent that you do the persons with full files. Is that a fair state-
ment? 

Mr. OLIAI. I believe that is a fair statement. 
Mr. GREEN. Okay. See, my concern relates to something that Mr. 

Wiermanski—and is that a fair way of pronouncing your name, sir? 
Mr. WIERMANSKI. Yes, it is. 
Chairman WATT. You just designated yourself as Polish. 
Mr. GREEN. Believe me, folks have been trying to figure out what 

I am for years. Now I know. This hearing has been a blessing for 
me. 

But, sir, you seem to indicate that people with thin files, they 
don’t get the same benefits as persons with full files, and that some 
of these people may be minorities and women. Is that a fair state-
ment? 

Mr. WIERMANSKI. Yes, that is. 
Mr. GREEN. Would you say that a good many of them are minori-

ties and women? 
Mr. WIERMANSKI. No, I would say that it—you are looking at a 

thin file right here. One of the few times I could be called thin is 
my credit report. So it really does encompass all walks of life. 
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Mr. GREEN. But, as is the case with most things, they impact 
some more than others. Do they seem to impact minorities and 
women more than others? 

Mr. WIERMANSKI. I would say that, yes, minorities in particular 
and lower-income individuals would benefit more from full-file re-
porting from other— 

Mr. GREEN. Or would they also benefit from an automated alter-
native credit scoring system comparable to the full-file traditional 
credit scoring system? 

Mr. WIERMANSKI. From our perspective and based upon our anal-
ysis, TransUnion does accept utility information and other alter-
native data into our credit reporting system. So from our perspec-
tive, that information being added to a traditional credit report, not 
set outside as a different database, would actually make the credit 
processing quicker, more efficient, by having all the data in one re-
pository. 

Mr. GREEN. So you would recommend your system to those that 
do not have a system comparable to yours? 

Mr. WIERMANSKI. That is correct. 
Mr. GREEN. All right, my time is up. I will wait for the second 

round. Thank you, Mr. Chairman. I yield back the time that I do 
not have. 

Chairman WATT. Ms. Speier, you are recognized for 5 minutes. 
Ms. SPEIER. Thank you, Mr. Chairman. 
Let me first start out by asking all of you if you are privately 

owned enterprises. 
Mr. QUINN. No. 
Mr. OLIAI. No. 
Mr. GOERSS. No, we are not. We are publicly traded. 
Mr. WIERMANSKI. TransUnion is privately held. 
Ms. SPEIER. All right. And as publicly traded—none of you are 

Government-owned or -operated, correct? 
Mr. QUINN. Yes, we are not Government-operated. 
Mr. OLIAI. We are not Government-operated. 
Mr. GOERSS. That is correct. 
Ms. SPEIER. Okay. Each of you is required, of the credit reporting 

firms, are required to offer consumers one free credit report a year, 
is that correct? 

Mr. OLIAI. That is correct. 
Mr. GOERSS. Yes, that is correct. 
Mr. WIERMANSKI. Yes, that is correct. 
Ms. SPEIER. And how much do you charge for a credit score re-

port? 
Mr. OLIAI. At Experian, a score only, for VantageScore we charge 

$5.95. 
Mr. GOERSS. At Equifax, for FICO’s Equifax score, we charge 

$7.95. 
Mr. WIERMANSKI. I apologize. I don’t know that information, but 

I know it is included in our written testimony. 
Ms. SPEIER. All right. And the FICO score that you would get 

from Fair Isaac, how much is that? 
Mr. QUINN. Currently, $15.95 for the score and the credit report. 

We don’t deliver score only to the consumer. 
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Ms. SPEIER. Mr. Chairman, I raise that because it is kind of in-
teresting. At least back in December 2004 when I went through 
this exercise, what I found was that many of these scores are what 
are called ‘‘FAKO scores,’’ not FICO scores, because they are not 
the scores that are provided to the lending institutions. So con-
sumers may be purchasing something that they think is their FICO 
score but, in fact, is not their FICO score. 

I will just read you very quickly the example of my credit scores 
at that time. From Equifax, I got a credit report plus a FICO score 
of 750. From Experian, I got a credit report and a PlusScore of 761. 
From TransUnion, I got a credit report plus a consumer score of 
782. And then from FICO, I guess through Fair Isaac, I got a score 
of 731. So it actually varied by as much as 30 points. 

I raise this, in part, because I think the consumers of America 
should be getting a straight score. And if, in fact, the score that is 
being offered by the credit reporting companies is not the score 
that is then given to a lending institution, then the consumer is 
paying for something that is of little or no value. 

So I guess my question now is to you, as credit reporting compa-
nies, do you provide a different score to lenders? 

Mr. OLIAI. There are so many scores that lenders use to under-
write a credit decision. 

Ms. SPEIER. If you would, sir, just answer the question. Is the 
score that the consumer gets the same score that is offered to the 
lender? 

Mr. OLIAI. In the case of the VantageScore, it is. 
Ms. SPEIER. The VantageScore being? 
Mr. OLIAI. Being a commercially available score that Experian 

sells. 
Ms. SPEIER. You understand my question and are not evading it, 

I trust? 
Mr. OLIAI. No. In the case of the VantageScore, it is. We also 

offer the PlusScore, as you pulled in your own experience, which 
is more of an educational score. 

Ms. SPEIER. So the consumer typically is going to get a PlusScore 
and not the VantageScore? 

Mr. OLIAI. It depends how the consumer comes in. It is pretty 
clear on the site which one to order, whether it is the Plus or the 
VantageScore. 

Ms. SPEIER. And what is the difference in the pricing of the two? 
Mr. OLIAI. The same price, as far as I know. I would have to 

check it, but I believe it is the same price. 
Ms. SPEIER. All right. 
Next? 
Mr. GOERSS. For Equifax, we deliver the FICO score, which is a 

score that is used by lenders. We also advise consumers in the dis-
closure package that lenders do use a variety of scores and that the 
score we are providing may or may not be the score a particular 
lender uses in connection with their specific credit decision. 

Mr. WIERMANSKI. TransUnion provides two scores to consumers, 
two different types of scores, both of which are used by hundreds 
of lenders making millions of decisions. 

Ms. SPEIER. In California, there is a requirement that for em-
ployers who access credit scores or credit reports, that information 
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must be made available to the prospective employee and that the 
company, the credit reporting companies, must communicate with 
the prospective employee, so that if, in fact, they do have a credit 
report that is erroneous, they can at least make their case to the 
prospective employer when they have their interview. 

Is that the case across the country? 
Mr. GOERSS. Yes. For Equifax, when that was passed in Cali-

fornia, we set up procedures to do that. 
And one point for Equifax is also that we do not use or sell credit 

scores with the intention that they be used in employment deci-
sions. We have a credit file that is called our Persona Report, 
which is intended for employment purposes. It does not have age, 
it does not have account number information and other information 
which we feel is not relevant or appropriate in the employment de-
cision. 

Also, as you know, the Fair Credit Reporting Act was amended 
to specifically change the procedures for employers using consumer 
reports. And we obtained certification from users of consumer re-
ports or credit files for employment purposes that they do tell the 
consumer that they are ordering a credit report. If they are going 
to be taking an adverse action decision or there is a possibility that 
they might, that they, in fact, provide the prospective employee 
with a copy of that credit file so they can review it to make sure 
that it is accurate and, if they have any questions about it, can go 
back to the consumer reporting agency to have that information in 
it reinvestigated and changed, as appropriate, before any employ-
ment decision is made. 

Ms. SPEIER. Is this the policy of Experian and not Federal law 
then? 

Mr. GOERSS. This is Equifax. 
Ms. Speier. I am sorry. 
Mr. Goerss. And it is both policy and a requirement of the Fed-

eral law, as well as California law. 
Ms. SPEIER. All right. 
Mr. OLIAI. I believe our answer is that your statement is correct 

the way you said it. I would have to verify that for the record, but 
I believe that to be a true statement. 

Mr. WIERMANSKI. This area is outside my area of expertise, but 
I believe that is TransUnion’s approach. But I would certainly want 
to get back to you with the correct and full answer. 

Ms. SPEIER. Thank you, Mr. Chairman. I yield back my time. 
Chairman WATT. I am going to recognize myself for another 

round here. 
The one legislative possibility that is being discussed, has been 

bandied around some, was touched on, I think, by all three of the 
reporting agencies, or at least two of the three. You are required 
under the FACT Act to provide one free credit report annually. And 
I think both Mr. Oliai and Mr. Goerss suggested that it probably 
is not all that helpful without a score. And there is a proposal float-
ing around to require a free annual credit score, too. 

The question is, what would be the public policy implications of 
that? And which score would you provide if you did? I am actually 
more interested in the first part of that, because I can get to the 
second question through a different question. 
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So how would you all react, the three of you, to a requirement 
that an annual score be provided? Or, actually, all four of you, 
since it would be a FICO score, too, I guess. 

Mr. GOERSS. That is a point I wanted to clarify. I did not mean 
to leave the impression, if I did, that a credit file disclosure is not 
important for consumers, because— 

Chairman WATT. Oh, yes, I am sure of that. But you did leave 
the impression that it would be helpful or that, for most people, 
really, it is helpful to them to have both at the same time. Isn’t 
that right? 

Mr. GOERSS. Yes, it is. I mean, as we know, the credit file is the 
information on which a score is based, so it is very important for 
consumers to review their credit file, make sure it is correct, and 
raise any questions about it so it can be reinvestigated and ad-
dressed as necessary. 

Chairman WATT. Is there some reason we should not be consid-
ering doing that? 

Mr. GOERSS. It was considered, as you know, by the Congress 
when it passed the FACT Act in 2003. And by a bipartisan margin 
at that time, Congress established the free annual credit file re-
port. It considered score disclosure. It made score disclosure— 

Chairman WATT. That is not a good reason, that a prior Congress 
didn’t do it. Is there a good policy reason not to do it? What are 
the arguments against it? This is not a trick question. I am just— 

Mr. GOERSS. I understand. I am not trying to give you a trick an-
swer. 

Chairman WATT. I am just trying to get some solid information 
here. 

Mr. GOERSS. One of the things that we know is that, because 
consumer scores—in our score disclosure, we provide a telephone 
number that consumers can call and speak to live representa-
tives—that credit scoring, because consumers are learning about 
that, it is a time of education. 

Chairman WATT. So you are saying when you give a free credit 
report under the FACT Act, somebody can call and get a verbal 
score and have that explained to them for free? 

Mr. GOERSS. Under the free credit file disclosure, we have a tele-
phone number that consumers can call and speak to a live rep-
resentative. When we provide score disclosure, either along with 
credit file disclosure, there is also a telephone number that con-
sumers can call to speak with a live representative to get their 
questions that they may have— 

Chairman WATT. You are not answering my question. I get my 
annual free report. Can I then call your company and say, ‘‘I want 
my score,’’ and have you give it to me verbally, free, with an expla-
nation? Is what you are saying, or is that not what you are saying? 

Mr. GOERSS. At this time, no. Because we do have the score that 
is disclosed—the score disclosure provides a telephone number that 
consumers can call and speak with a representative. 

Chairman WATT. I am going to run out of time again. Let me ask 
a couple of other questions here. 

My VantageScore, interestingly enough, is the maximum you can 
get, 990. My Equifax score doesn’t even begin to approach 850, 
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which is the maximum. I mean, how do you explain that? I am 
having trouble reconciling that. 

And then, second, Mr. Wiermanski, in particular, I was very in-
terested to hear you say, ‘‘I am a thin-file guy.’’ That is kind of 
counterintuitive for a guy who is here testifying on behalf of a cred-
it reporting agency. There has to be more to the story. What is the 
reason that you have elected to be a thin-file guy? 

Okay, answer those two questions. I won’t ask any more. 
Mr. WIERMANSKI. If I can answer the first question, what is im-

portant in looking at and evaluating your credit score is not only 
understanding what that score is, but also the relative risk associ-
ated with that score. So for a VantageScore of 990—and I presume 
your other credit score from Equifax was a Fair Isaac score—what 
is used are odds of performance or a projected bad rate that is asso-
ciated with the score. 

And the scores themselves are kind of like you can think of Fair 
Isaac being Fahrenheit and VantageScore being Celsius. They are 
scored differently to reflect the risk, so you will see differences in 
the absolute value of the score itself. What is relative is to under-
stand what is the risk associated with any given score or where 
you stack up in the random distribution of the country. Think of 
it as what percentile. 

Chairman WATT. As you know, the problem I have with what you 
just said is I never have understood what Celsius meant. I know 
what it feels like when it is 60 or 70 degrees outside, but I don’t 
have a clue what that translates into in Celsius. And if you came 
to me on a regular basis and reported to me in Celsius, I guess I 
would learn it. But the problem here is that there is no under-
standing that people have when they get these two things. I mean, 
I got a VantageScore, I kind of stuck my chest out and said, ‘‘Hey, 
I am doing all right. I have the maximum possible score that Van-
tage could give me.’’ And then I got a Celsius score, and I said, I 
don’t like that. It is the same temperature outside, I presume, but 
I don’t understand it. 

Mr. WIERMANSKI. Just to reiterate, there are different scoring 
systems out there. They vary by the developer. The scoring systems 
vary by the credit bureau. So if you were to get a score from the 
same developer from all three credit bureaus, you are going to see 
differences in scores because the information is different and the 
algorithms may be different. So that is a concern. 

Chairman WATT. My time is up. I am dying to know why you are 
a thin-file guy. 

Mr. WIERMANSKI. I am thin-file person because I paid cash for 
my automobiles. I have the benefit of having a working spouse, and 
so I could pay off my mortgage early. And I only use one credit 
card. 

Chairman WATT. Have you made those decisions because you un-
derstand the intricacies and nuances of credit reporting, or have 
you made them for a whole different set of reasons? 

Mr. WIERMANSKI. I made them from a standpoint of keeping my 
life simple and just having one credit obligation. 

Chairman WATT. Okay. I appreciate your straightforwardness. 
Mr. Barrett, you are recognized for 5 minutes. 
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Mr. BARRETT. Thank you, Mr. Chairman. I have found out one 
thing, Mr. Chairman. You have good credit. And I have a couple 
of used cars in South Carolina that I would love to talk to you 
about. 

[Laughter] 
Just one follow-up question. 
Chairman WATT. I can’t make any inquiries, though, because it 

might mess up my credit. 
Mr. BARRETT. One question, Mr. Chairman, that I want to talk 

about. 
The chairman makes a good point, gentlemen, when he talks 

about Celsius, that he doesn’t know anything about it. Let me read 
you something. Last month’s issue of the Journal of Financial Plan-
ning said that young adults under the age of 25 are now the fast-
est-growing age group for filing bankruptcy. In addition, less than 
10 percent—10 percent—of our high school graduates take any 
course on money management. 

I think that boils down to what the chairman—I mean, he was 
kind of joking about Celsius, but he makes a good point. You can 
read your credit scores, you can have this information, you can talk 
about it verbally, but unless you know how to keep your life in 
order, like Mr. Wiermanski, you are going to get in trouble. 

So my question to you gentlemen is, what do we do as a Con-
gress, what do we do as a society, to help this? There is so much 
information available out there, but yet when you talk to people on 
the street—I have town hall meetings—nobody knows how to ac-
cess it, how to get this information that is free, that is readily 
available. 

Tell me what we need to do, how do we fashion something so this 
subprime problem does not turn into an ongoing problem? Any sug-
gestions, gentlemen, please. 

Mr. OLIAI. For starters, the regular encouragement for con-
sumers to take advantage of their annual free credit report I think 
is a great spot to begin. There is so much content and so much edu-
cation out there on the Web that is available with that. Really, I 
can’t think of a time in which there has been more transparency 
along the lines of tips for how to manage your credit. And I think 
that is at least a good starting point. 

Beyond that, you know, encouraging broader outreach and edu-
cation, whether it be on the part of lenders or, frankly, in the fam-
ily, around how best to teach your youngsters how to keep things 
simple and keep things in check and not let things get out of hand. 
It really just strikes me as a bit of a back-to-the-basics approach. 

Mr. QUINN. I think one of the things that we have tried to do 
is change the medium for how we disseminate the information. So 
there is a plethora of information out there on the Internet, but not 
everybody learns through reading a pamphlet or going to the Inter-
net and reading text. So, more visually oriented educational mate-
rials—we have recently created CD–ROMs and DVDs to try to help 
spread the message of how credit scoring works. If you search the 
word ‘‘FICO’’ on YouTube, there are actually rap videos that are 
out there on YouTube about FICO scores. 

But I think it is a good idea to explore different types of media 
that will resonate with the young population, for example. And it 
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is not going to be a piece of paper with a bunch of statistical 
mumbo-jumbo. It has to be something that they want to watch or 
read or see. 

Mr. BARRETT. In our high schools, in our 2-year institutions and 
in our 4-year institutions, we require math, English, you know, a 
whole myriad of issues. Is that something—I am not saying man-
date—but is that something we certainly need to encourage with 
our K–12 and our higher-ed institutions, that maybe this is some-
thing that we need to strongly suggest that our incoming freshmen, 
our seniors in high school take, Real World 101, how to pay your 
bills, what debt-to-income ratios are, yada, yada? 

Mr. WIERMANSKI. I would agree with that. I personally speak at 
my daughters’ high schools. I have two daughters, at two different 
high schools, and I speak there twice a year at each. And I am 
amazed as to the lack of understanding just about the whole gamut 
of financial services. I personally believe that is something that 
would help. 

Mr. BARRETT. Thank you. 
I yield back, Mr. Chairman. 
Chairman WATT. Thank you. 
Mr. Cleaver, you are recognized. 
Mr. CLEAVER. Thank you, Mr. Chairman. 
I am not going to talk about the class action lawsuits against the 

three majors, because I am sure you have all been told that you 
are supposed to say, ‘‘We can’t talk about that because it is in 
court.’’ 

What I want to find out, though, is has there ever been a lawsuit 
filed on the other side? In other words, have you been sued on the 
other side by lenders for giving data that was ultimately seen as 
inaccurate and so some credit was rendered based on an inaccurate 
or inadequate information? 

Mr. WIERMANSKI. At TransUnion, to my knowledge, and I cer-
tainly could be wrong on this, but we have never been sued about 
the information, the content of the information provided to a lend-
er. We have been sued by lenders for other reasons, but not for the 
quality of the data. 

Mr. GOERSS. For Equifax, it is not to my knowledge that we have 
been sued on that issue. 

Mr. OLIAI. I don’t know of a situation where that has happened, 
but it is not my area of expertise. 

Mr. CLEAVER. Well, the point I am trying to get to, and perhaps 
poorly, is, are you overly cautious in the information you pass on 
to lenders in order to protect, if not yourselves from class action 
suits, from criticism from the people who ultimately pay for your 
existence? 

Mr. OLIAI. At Experian, we take every protection to safeguard 
our core data. It is really our core asset, so we tend to operate very 
conservatively in that regard. 

So that is a roundabout way of saying it is something we take 
very seriously. It is part of our culture to safeguard that asset and 
to be a steward of the data. 

Mr. GOERSS. For Equifax, we want to, and feel we do, report ac-
curate information that is fair both to the consumer as well as our 
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customers. And if our information wasn’t helpful to both consumers 
and customers, we wouldn’t be here today. 

Mr. CLEAVER. Okay. 
You are going to say the same thing probably. 
Mr. WIERMANSKI. Only with more emphasis on the consumer. 
Mr. CLEAVER. Okay. 
I want to talk about Zoe Alexander. That is my maternal grand-

mother, who was obsessed with paying bills. But based on every-
thing I have read, she would have access to no credit, because she 
didn’t use the traditional system of doing her business. 

And there are, believe it or not, people, particularly in the urban 
core, who do that today. There are not a lot of banks in the urban 
core, which is why Charlie’s Quick Check-Cashing rip-off company 
exists, because there are no banks. And so a lot of people just take 
care of their bills with cashier’s checks and money orders. 

I mean, what is taken into account, or is there anything taken 
into account, for Zoe Alexander? 

Mr. WIERMANSKI. When we talk about the reporting of utility in-
formation and telecommunication information, that is one approach 
where your grandmother could have been assisted. 

At TransUnion, about 5 percent of our credit database has this 
type of nontraditional credit information being reported into it. And 
if utility companies and telecommunication providers, in particular, 
were encouraged to voluntarily contribute that data, I think that 
would make a big difference to the lives of many Americans. 

Mr. CLEAVER. But it would have to be voluntary. I mean, that 
doesn’t happen currently. 

Mr. WIERMANSKI. Today’s credit reporting system is a voluntary 
approach. 

Mr. CLEAVER. Yes. What I am asking is, how often are the utili-
ties factored in in a credit score? 

Mr. WIERMANSKI. At TransUnion, if the utility information is re-
ported, it is taken into consideration into the score. 

Mr. CLEAVER. Yes. How often is it reported? That is the point. 
Mr. WIERMANSKI. Approximately 5 percent of the consumers in 

our database have some type of information. 
Mr. CLEAVER. Okay. 
Anyone else? 
Mr. GOERSS. And for Equifax, as I indicated previously, we have 

an exchange database with utility companies, so that information 
is used in a limited way in connection with telco and utility account 
and application processes. 

Mr. CLEAVER. Of course, if that is all you have, you are still not 
going to be creditworthy. Even if you pay everything you have on 
time, but you simply have not gone out and had enough credit, you 
have not gone out and spent enough money on credit, you still are 
going to have a problem. Isn’t that right? 

Mr. GOERSS. We also have, in addition to this utility data that 
we use in a limited way, as was mentioned previously, we also 
have an arrangement with an outside third company, which is 
called RiskWise, that provides some information for individuals 
who have a thin file in the main credit reporting database or no 
file in that, and that RiskWise information is made available and 
can be used. 
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Now, to the extent that it would address all consumers, I am not 
prepared to speak to that at this point, at this time. 

Mr. CLEAVER. Of course I would like to have a thin file because 
it also means that I have a rich file. I mean, you know, the thinner 
my file, the richer I am. 

Mr. GOERSS. It certainly could mean that. 
Mr. CLEAVER. Yes. 
Thank you, Mr. Chairman. 
Chairman WATT. Mr. Wiermanski is taking issue with what you 

just said. He says he has a thin file and he is not rich. 
Mr. Green, you are recognized. 
Mr. GREEN. Thank you, Mr. Chairman. 
Some folks have thin files by choice and others because they 

don’t have any choice, is my assumption. Is that a fair statement, 
Mr. Wiermanski? 

Mr. WIERMANSKI. I would agree. 
Mr. GREEN. Here is what I am concerned with. I would like to 

see a system, one system, it can have these various different cap-
tions on it, but that brings in the alternative credit as well as the 
traditional credit. 

Is that something that each of you would like to see, as well? 
Would you like to have a world where we could have light bills, gas 
bills, water bills, phone bills, and rental payments all included in 
the one system? 

If you differ with me on this, would you kindly extend your hand 
into the air so that I don’t have to ask everyone? 

Okay, let’s let the record reflect that everyone would like to have 
a system wherein we can have all of the credit available included 
in the system. 

Chairman WATT. I just want the record to show that the chair-
man raised his hand and he has some concerns with what is being 
proposed. 

Mr. GOERSS. And I didn’t raise my hand, but— 
Mr. GREEN. Mr. Chairman, I think you started something. 
Mr. GOERSS. I would say that we would provide some additional 

information on our thoughts on that. 
Mr. GREEN. Well, I would like to hear your thoughts now, be-

cause I suppose that would give me the chance to do the follow-up 
right now. If we start exchanging letters, that could take us a 
while. 

Mr. GOERSS. Well, as I indicated previously, there is a variety of 
information that we are looking at, that all of the credit reporting 
agencies are looking at, and they need to continue to study and de-
termine what is the best use of that information. It could well be 
to put that in the one file system, as you suggest, but there may 
also be other approaches to it. And I am just saying I am not pre-
pared— 

Mr. GREEN. Well, right now it seems to me we have one company 
that tries to get as much of it as possible. Your company gets it, 
but you also have another way of evaluating it, and my suspicion 
is that is the same with the third company. 

But what I am trying to find out is whether we can have all of 
the information available to you so that you can use whatever for-
mula you use, whatever standards you use, whatever asset test, 
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but come to a conclusion with the information immediately avail-
able. Because with the alternative credit scoring, that is a two-step 
process, it seems. And I am trying to see if there is a way for us 
to have a one-step process. 

So is a one-step process beyond the realm of probability, possi-
bility? Is it doable? If you think that a one-step process is not do-
able, would you raise your hand, please? 

Okay. Now let’s let the record reflect that everybody thinks a 
one-step process is doable and that the chairman didn’t raise his 
hand so far. 

You are raising your hand? 
Mr. OLIAI. Well, it is a mini-raise. It is not all the way, but it 

is halfway. 
I think it is really an aspiration, a one-step process that you de-

scribe is an aspiration. And there are multiple perspectives that 
need to be explored. 

You know, coming from a background of one of the guys who 
likes to build the models, the statisticians, the math geeks, the 
more data you have, the better. You can never have enough data 
to try all the different quantitative approaches to predicting con-
sumer behavior. So that one-step process appeals to my nature in 
that regard. 

Mr. GREEN. Now, one step, as I have defined it, means just ac-
quiring all of the intelligence available, get the empirical evidence, 
and then you sort through it however you choose. But is there 
something inherently wrong with that kind of thinking, just have 
all of the empirical evidence and then come up with your own asset 
test for sifting the sand and finding the pearls? 

Mr. OLIAI. I think it is a great aspiration. I think there are some 
practical hurdles to get over, not so much on the part of a company 
like Experian, but more so on the part of the providers of that in-
formation. 

Mr. GREEN. I understand, but you would not oppose having the 
utility companies send you their information, would you? 

Mr. OLIAI. Absolutely not. 
Mr. GREEN. You would not oppose the landlord sending you his 

or her information, would you? 
Mr. OLIAI. No. 
Mr. GREEN. Okay. And if you had that information, would you 

place it into your asset test? 
Mr. OLIAI. We would look to. We would do a compliance review 

and make sure that we are covered by issues of compliance and 
consumer privacy. But— 

Mr. GREEN. Assuming it is done in the same fashion that you get 
your information from the auto dealership, that you get it from the 
mortgage company, assuming you have the same reliability stand-
ards, would you use the information? 

Mr. OLIAI. Conceivably, yes. 
Mr. GREEN. Well, why is it that you are reluctant to say ‘‘abso-

lutely yes,’’ for my edification, please? 
Mr. OLIAI. Absolutely, yes. 
Mr. GREEN. Okay. Thank you. 
Mr. OLIAI. But, again, for the record— 
Mr. GREEN. Absolutely, however. 
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[Laughter] 
Mr. OLIAI. I am only here overnight. 
[Laughter] 
Mr. GREEN. You are only here overnight, but you have your boss 

forever, hopefully. 
Mr. OLIAI. Again, there are some practical hurdles that aren’t 

trivial to get over on the part of all involved. I think it is a great 
aspiration to manage to. 

Mr. GREEN. Okay, the final question is this, and you may have 
to give me the answer in writing. I would like for you to tell me 
how we can best achieve what is a vision, that the notion that we 
would have all of this information available to you, how can we 
best achieve it, or get as close to achieving it as possible, assuming 
that it can’t be done to the 100 percent standard. But I would like 
to know how we can best to achieve it. Because that really is what 
this is all about, trying to give everybody a fair opportunity to have 
a thin file if they choose to, but get the use of credit if they don’t 
choose to and they still pay their bills. 

Thank you, Mr. Chairman. I yield back. 
Chairman WATT. Were you expecting a response? 
I can give you a response. The problems are not necessarily on 

the reporting side; it is on the other side. Because with utility com-
panies, for example, they are not normal users of the information, 
so their interest in making sure that credit scores are reliable— 
they almost have to give you a utility, right? They have a lot more 
vested interest in giving negative information than they do in giv-
ing accurate information, so you would have to deal with that. And 
a lot of these are much, much smaller providers of credit who are 
not in the habit of doing anything other than reporting negative 
credit information. So the problems are not so much—and the vol-
ume of it, if you mandated everybody to do it correctly, could be 
overwhelming. 

I raised some of those concerns in the opening statement that I 
made just before you got here. It is a great vision, but it has some 
practical concerns associated with it that are not necessarily con-
cerns about the modeling of it, which is what these gentlemen do 
in their companies, as much as it is some of the practical concerns 
from the providers of the information. Because they are only as 
good as the information that they are provided, even if their model 
is impeccable. If the information they get is not correct, it can be 
a negative for consumers as well as a positive. 

So that was the concern I was raising my hand to express to you. 
The gentlelady from California? 
Ms. SPEIER. Thank you, Mr. Chairman. 
To all of you at the credit reporting firms, how many free credit 

reports are actually requested per year as a percentage? 
Mr. OLIAI. I don’t have the specific number. It is something that 

the CBIA, our trade association, is compiling on behalf of the in-
dustry to provide to the committee, but I don’t have the exact num-
ber with me today. 

Ms. SPEIER. Well, my sense is it is probably a very small percent-
age. Is that a fair assumption? 

Mr. OLIAI. I really dare not speculate. 
Ms. SPEIER. Next? 
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Mr. GOERSS. Similarly, we are working with our trade associa-
tion to provide the information. In terms of your question, you said 
a large percent, I am not sure that I am following your question. 
You said a large percentage of? 

Ms. SPEIER. No, I am suggesting that it is probably a small per-
centage of American consumers who actually request their credit 
reports on a yearly basis for free. 

Mr. GOERSS. Okay. Again, I don’t have that specific information 
today. 

Ms. SPEIER. All right. 
Mr. WIERMANSKI. Again, I know that TransUnion produces tens 

of millions of free reports. We are working with our industry orga-
nization to provide that information. 

Ms. SPEIER. All right. Both Consumer Reports and U.S. PIRG, 
last year and in 2005, did studies on the number of credit reports 
that had erroneous material in them. And U.S. PIRG, in a 2005 re-
port, suggested that 79 percent of credit reports contained errors, 
and 25 percent contained mistakes serious enough to prevent the 
individual from obtaining credit. 

So my question to all of you is, how quickly do you correct erro-
neous credit reports? How long does it take the average consumer 
to have their credit report corrected? And do you actually correct 
it, or do you put a note in the credit report that the consumer is 
disputing that information. 

Mr. GOERSS. In terms of—it depends on the—to go through the 
reinvestigation process, the Fair Credit Reporting Act allows 30 
days for that process to take place and for the reinvestigation to 
be completed and responded to the consumer. On average, I believe 
our reinvestigation completion times are in the 10-to-15-day range, 
and depending on the circumstances, depending on what the spe-
cific information is that is disputed, we may be able to correct it 
or address it at the time when the consumer is on the phone with 
our representative. 

Mr. WIERMANSKI. This is an area outside of my area of expertise, 
but I would believe that TransUnion provides a similar type of 
turnaround time to correct this information as Equifax has stat-
ed—certainly within the guidelines provided in the Fair Credit Re-
porting Act. 

Mr. OLIAI. I believe the same holds true for Experian. 
Ms. SPEIER. So it certainly would make the case that consumers 

in America should feel very confident that if they have an erro-
neous credit report and they submit a correction, that that is cor-
rected within a very short period of time. 

It makes it seem like we have no problems. Excuse me for being 
a little cynical about that. 

Let me ask you about identity theft. On average, how long does 
it take an individual who has had their identity stolen to be in a 
position where their credit report is then rectified to reflect legiti-
mately their credit? 

Mr. OLIAI. It is an area that I would have to look into and pro-
vide information back to the committee. I came more prepared to 
talk to credit scoring, per se, but we can get that information to 
you. 

Ms. SPEIER. All right. Thank you. 
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Mr. GOERSS. I think part of it is, that is a very—there are a lot 
of different activities that a consumer can do to protect themselves 
if they feel they are victims or might be victims of identity theft. 

Certainly one of the things that they can do is put a fraud alert 
on their credit file. They can receive a free disclosure of their credit 
file to see if there has been any inappropriate activity or inquiry 
to their credit file. They can provide an identity theft report and 
identify the account information that they feel, or that they say, 
was opened fraudulently. And under the requirements of the FACT 
Act, the consumer reporting agencies are going to delete that infor-
mation; and the consumer reporting agency that receives that iden-
tity theft with information removal request is going to refer it to 
the other two consumer reporting agencies who are also going to 
remove that information. 

So beyond, I think that whole process can move relatively quick-
ly. 

In terms of the specific timeframes, I am not prepared to address 
it. We would have to look back into that. 

Ms. SPEIER. All right. Thank you. 
I yield back. 
Chairman WATT. I thank the gentlelady for her questions. 
The Chair notes that some members have today asked and may 

hereafter have additional questions for this panel, which they may 
wish to submit in writing. Without objection, the hearing record 
will remain open for 30 days for members to submit written ques-
tions to these witnesses and to place their responses in the record. 
There are a number of things that have already been put out, but 
it would be good to get follow-up, and we will follow up specifically 
on the percentage of people who are asking for their credit reports, 
the free credit reports. 

This has been an absolutely fascinating and informative panel. 
I am sure it has helped to inform the members of the sub-
committee, and the record will help to inform the members of the 
full committee. And the panel has informed the members of the 
public who have been watching on C–SPAN 3. 

So it is extremely important that we educate the public about 
some of these issues, and we thank you so much for being here 
today and helping to inform us. This panel is excused, and we will 
call forward the second panel. 

I thank these witnesses for being here today, and I will proceed 
with the brief introductions. The full, more complete information 
from your bios will be inserted into the record. 

The first witness on this panel is Mr. Clark Abrahams, chief fi-
nancial architect at SAS Institute Inc., a North Carolina-based 
company, I understand, so I need to give a little shout-out to the 
home folks. 

The second witness is Dr. Michael Staten, a professor at the Uni-
versity of Arizona. 

The third witness is Dr. Michael Turner, president and senior 
scholar at the Political and Economic Research Council. 

And our final witness on this panel is Mr. Evan Hendricks, the 
publisher and editor of Privacy Times. 

We thank all of you for being here. As we indicated to the earlier 
panel, without objection, your entire written statements will be 
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made a part of the record, and each of you will be recognized for 
a 5-minute summary of your testimony. 

There is a lighting system in front of you. It goes to green ini-
tially, yellow at 4 minutes, and red at 5 minutes. Try to wrap up 
as quickly as you can after the red light goes on if you haven’t com-
pleted your testimony, but we are not trying to cut anybody off 
here. 

So, Mr. Abrahams, we thank you for being here and you are rec-
ognized for 5 minutes. 

STATEMENT OF CLARK ABRAHAMS, CHIEF FINANCIAL 
ARCHITECT, SAS INSTITUTE, INC. 

Mr. ABRAHAMS. Good afternoon, Chairman Watt, Ranking Mem-
ber Barrett, and members of the subcommittee. I am Clark Abra-
hams, chief financial architect at SAS, a leading provider of busi-
ness intelligence and analytical software. I appreciate the oppor-
tunity to provide my views on ways that we might improve our ex-
isting credit granting system. 

Credit markets are influenced by what information is made 
available and tools that are used to manage and analyze that set 
of available information. I acknowledge today’s ready access to his-
torical information provided by the credit bureaus and the pio-
neering work by Fair Isaac. I have been privileged to work with all 
of them in my career. 

The road to improving the current credit system is paved with 
greater information, illuminated by proper context, and built 
through collaboration. The comprehensive credit assessment frame-
work, or CCAF, which I developed in the course of other risk re-
search, integrates the positives from proven lending principles and 
the current system of credit scoring. This integrated approach cap-
italizes on the strengths that both proven judgment and best 
science offer to provide a comprehensive and complete view of risk. 

CCAF treats a multifaceted decision-making process as exactly 
that, one that involves many factors that are interrelated. We build 
on the five ‘‘C’s’’ of credit, namely, character, capacity, capital, col-
lateral, and conditions. Each of these primary factors is comprised 
of several rating categories that are generically termed, such as 
‘‘strong,’’ ‘‘moderate,’’ ‘‘weak,’’ or ‘‘poor.’’ 

A loan applicant is rated according to objective criteria. For ca-
pacity, these criteria might include the borrower’s debt ratio and 
savings rate. This is not an exhaustive list, but is meant to dem-
onstrate the objectivity of the factors. 

Once the borrower is classified, he is assigned a segment number 
and that number can easily be deciphered to reveal exactly where 
he stands relative to primary qualifications. Depending upon the 
borrower’s primary givens, secondary factors or policy rules may be 
brought into play to render a final decision. 

The CCAF is also adaptive by nature, it becomes more predictive 
over time, and from the day it becomes operational, the data set 
is constantly being increased and refreshed. As such, it does not 
need to be replaced at regular intervals. 

We need to step back a bit from asking who is a predictable risk 
based on select historical facts or a lack thereof, and broaden the 
object of the exercise to ask, ‘‘Who is creditworthy and who is not?’’ 
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This question will drive other questions like, ‘‘Based on what?’’ One 
answer has been, ‘‘Whatever is in your credit file.’’ 

Similarly, should creditworthiness depend on how often we seek 
credit? Why should seeking credit cause greater risk? A model may 
indicate so. With any observed phenomenon, there are many sup-
porting theories that can be posed. But theories are theories, and 
when we are trying to convince ourselves that a model is correct, 
then the theory can become all too compelling. 

If consumers make other choices such as not using installment 
credit to make major purchases, does that or should that affect 
their credit standing? Why is a ratio of revolving to installment 
credit indicative of a borrower’s willingness or ability to repay? 
Similarly, does the fact that the borrower lacks a history with cred-
it truly suggest that such a borrower is less creditworthy? 

An obvious question for consumers is, how can they know what 
impact any particular choice they make will have? To open or close 
a credit account, or apply for a loan, or decide to pay cash rather 
than finance a purchase, or how much they utilize their credit? 
Even with full disclosure, are we to tell consumers that being fi-
nancially responsible means that they need to modify their behav-
ior so as to maximize their credit score? The point is that an indi-
vidual’s creditworthiness should depend upon their ability and will-
ingness to repay an obligation. 

CCAF primary factors guarantee that all relevant information is 
considered versus giving that power to models. 

Touching on the issue of borrowers with little or no credit his-
tory, there is data available that can be used to make reasonable 
estimates of their credit worthiness. This data is referred to as ‘‘al-
ternative data,’’ and it will be addressed in depth by my colleague, 
Dr. Turner. 

Alternative data is crying out; we must allow it to speak. 
In the beginning, we had guiding principles in lending that re-

lated creditworthiness directly to the borrower’s ability to repay the 
loan. Then science came along and we determined that our models 
could find substitutes. CCAF revisits that fork in the road, and it 
retains reliable guiding principles while incorporating comprehen-
sive information, including alternative data, in a single, over-
arching context with the best that science has to offer. 

I appreciate the opportunity to be here today and I am happy to 
take questions. 

[The prepared statement of Mr. Abrahams can be found on page 
58 of the appendix.] 

Chairman WATT. Thank you for your testimony. 
Dr. Staten, you are recognized for 5 minutes. 

STATEMENT OF DR. MICHAEL STATEN, PROFESSOR, 
UNIVERSITY OF ARIZONA 

Mr. STATEN. Thank you, Mr. Chairman, and members of the 
committee. My name is Michael Staten, and I am a professor in the 
Norton School of Family and Consumer Sciences at the University 
of Arizona and Director of the Take Charge America Institute for 
Consumer Financial Education and Research. 
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I have had the privilege of testifying before this committee pre-
viously over about 10 years when I was at Georgetown University. 
I am pleased to be able to join you again this afternoon. 

From the consumer standpoint, maintaining a good credit score 
is more important now than it has ever been. We know that the 
rapid escalation in loan delinquencies and foreclosures has caused 
lenders to pull back, in some cases sharply, from granting credit to 
higher-risk applicants. The widespread adoption of risk-based pric-
ing and consumer lending means that a low credit score will cost 
you money, possibly big money in the case of mortgage and auto 
loans. 

In addition to tightening lending standards, lenders have also 
raised the bar for qualifying for the best interest rates. And we 
know, as has been pointed out earlier today, the credit score in-
creasingly impacts consumers outside the loan markets as well. 
Landlords routinely pull credit reports and may reject apartment 
rental applications or require a higher deposit or cosigner to com-
pensate for a lower credit score. Cell phone providers certainly pull 
credit reports on a routine basis, as do many utility companies. 
Some insurance companies and many employers do, as well. 

Consumer awareness of credit reports and the importance of 
credit scores has improved in recent years, but much education re-
mains to be done. Again as has been mentioned earlier this after-
noon, the Consumer Federation of America partnered with 
Providian and Washington Mutual Bank to sponsor a series of sur-
veys since 2005 to track consumer knowledge of credit scores. The 
latest edition of that survey released earlier this month found that 
only half of U.S. adults had obtained their credit score within the 
past 2 years. 

Answers to other questions in the survey indicate a significant 
gap in the knowledge of how scores are used between those who 
have viewed their scores and those who have not. Overall, the sur-
vey indicates that a large portion of the population has yet to focus 
on management of their credit history and their credit score as part 
of their personal financial affairs. 

In my submitted testimony today, I have tried to make two main 
points. First, business reliance on credit reports and credit scoring 
to make decisions about financial transactions is here to stay. 
Credit scoring has proved overwhelmingly superior to manual, 
judgmental loan evaluation systems of a generation ago. Wide-
spread adoption of credit scoring is a decision tool that has gen-
erated significant benefits for consumers and has transformed the 
U.S. consumer financial markets into the most competitive in the 
world. Because they are so useful, scoring models have been con-
stantly improving and will continue to do so as long as financial 
institutions compete for new customers. 

My second point springs from the first. Because the use of scor-
ing is so commonplace in financial transactions, consumers need to 
develop a better understanding of the importance of their credit 
histories and their credit scores and better awareness of their 
power to manage the components to obtain more favorable offers in 
the financial marketplace. 

Credit scoring is no longer the impenetrable black box that it 
may have appeared to consumers as recently as 2001. Even prior 
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to the FACT Act in 2003, the major consumer reporting agencies 
and scoring model vendors had recognized a marketing opportunity 
and began to view consumers as customers of scoring information 
products, including a host of credit score monitoring and ID theft 
alert services. 

Today, numerous Web sites, originated in both the public and 
public sectors, provide consumers advice on how to understand 
their credit reports and what goes into determining their credit 
scores. Managing a FICO score, for example, into the 700 Club has 
gained a bit of a cult following with advice flying around the Inter-
net regarding how to manipulate account balances and manage ex-
isting accounts to tweak a score to a higher level. Yet, according 
to the Consumer Federation of America surveys, a large portion of 
U.S. borrowers still don’t understand what a credit score represents 
or the factors that determine a score. 

Far more important than coaching consumers to tweak their 
scores, it seems to me that the bigger policy challenge is to make 
a large proportion of American borrowers aware of the following 
points: 

First, failing to properly manage a credit score costs you money 
and, again, sometimes big money. Fair Isaac’s myFICO.com Web 
site provides ready examples of loan rates that correspond to var-
ious score ranges. The cost differential between low scores and 
higher scores can easily translate into hundreds of dollars per 
month in additional finance charges for larger loans such as home 
mortgages. It can also cost you opportunities for apartments, jobs, 
insurance, and similar services. Credit scores really matter. 

Second, your credit score can be managed. You don’t have to ac-
cept it passively. Your credit score reflects your decisions. Con-
sumers have the ability to raise and lower their scores. Because 
credit scores reflect a consumer’s own past payment history and 
current use of credit, consumers can control their own score to a 
large degree, especially over time. This makes a credit score an im-
portant, but underappreciated personal financial management tool. 

Third, I would say to consumers, knowing your own score and 
knowing what lenders consider to be a good score and a poor score 
helps you shop and recognize a good offer from a bad one. 

And lastly, a consumer’s FICO and VantageScore credit scores 
are based solely on information in their credit report. So I would 
say to consumers, check your credit report periodically to see what 
is there and be sure what is there is correct. 

Thank you for the opportunity to contribute to the discussion. 
[The prepared statement of Dr. Staten can be found on page 140 

of the appendix.] 
Chairman WATT. Thank you for your testimony, Dr. Staten. 
Dr. Turner, you are recognized for 5 minutes. 

STATEMENT OF DR. MICHAEL TURNER, PRESIDENT AND SEN-
IOR SCHOLAR, POLITICAL AND ECONOMIC RESEARCH 
COUNCIL (PERC) 

Mr. TURNER. Good afternoon, Chairman Watt, and Representa-
tive Barrett. Thank you both for the invitation to testify. 

My name is Michael Turner, and I am the president of the Polit-
ical and Economic Research Council based in Chapel Hill, North 
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Carolina. PERC is a nonprofit, nonpartisan policy research organi-
zation that focuses on market-based economic development both in 
the United States and globally. 

As highlighted in an earlier PERC study that was presented to 
Congress in 2003, the pervasive use of automated underwriting so-
lutions and consumer credit has yielded considerable social and 
economic benefits. However, the system is not perfect. 

Specifically, it is often difficult for consumers to enter the credit 
market. To start down that path, you can’t get credit because you 
don’t already have credit and you don’t already have credit because 
you don’t have any credit history. This is the credit catch-22 con-
fronting many potential first-time borrowers. 

Several recent developments have started to ease that transition 
for millions of Americans. Specifically, because of the increasing 
availability and acceptance of so-called ‘‘alternative data,’’ millions 
of Americans are now facing a shortened path to entering the cred-
it mainstream. 

Traditional consumer credit files generally include records of 
credit and payment obligations between individuals and creditors, 
typically financial organizations or retailers. ‘‘Alternative data’’ are 
other payment organizations from nonfinancial institutions that 
are generally not reported at all to credit bureaus or are under-
reported. Some of the more prominent alternative data sets include 
energy utility, telecoms, rental remittance, and insurance payment 
data. 

While tremendous strides have been made in making credit ac-
cess both fairer and more affordable, there remain an estimated 35 
to 54 million Americans who are outside the credit mainstream 
owing to insufficient credit information about them. Because of this 
information gap, many Americans still cannot be scored. 

Without a score, the two primary means by which most Ameri-
cans build assets and create wealth, homeownership, and owner-
ship of a small business, are not attainable. In this context the lack 
of sufficient data in a credit file acts as a barrier to wealth cre-
ation, opportunity, and social and economic advancement. 

The good news, however, is that the world is changing and 
changing rapidly. The tens of millions who might otherwise have 
been left outside the mainstream are finding that payment data re-
ported by nonfinancial organizations is thickening their files and 
increasing their attractiveness to lenders. Rigorous empirical test-
ing by PERC and the Brookings Urban Markets Initiative yielded 
irrefutable evidence that energy and telecoms payment data are 
predictive of an individual’s credit risk. 

PERC and Brookings UMI examined a sample of over 8 million 
TransUnion credit files that contained one or more fully reported 
utility and telecoms payment tradelines. The key findings of the 
PERC Brooking UMI report are compelling. Those with thin files 
have similar risk profiles as those in the mainstream. 

Fully reporting alternative data broadens and deepens access to 
affordable mainstream sources of credit, especially for thin file and 
no file borrowers. Fully reporting energy utility and telecoms pay-
ment data reduces bad loans. More comprehensive data can im-
prove scoring models. The problem that remains is that this data 
is not yet widely reported. 
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Energy utility and telecom firms have two primary direct incen-
tives to report accurate data. The first pertains to operating costs. 
As the rate of inaccuracy rises, customer service and administra-
tive costs to the furnisher providing the inaccurate data will also 
rise. Firms have a compelling market incentive to control costs, 
making it unlikely that any firm with a higher error rate in the 
payment data reported to a credit bureau would continue to report 
without improving accuracy. 

The second direct incentive concerns improved cash flow. Accord-
ing to PERC’s recent survey, energy utility and telecoms firms fully 
reporting to a credit bureau witnessed a decline in delinquencies 
and charge-offs. This reduction has a positive cash flow impact. Re-
spondents to the forthcoming PERC survey also indicated that the 
perceived benefits from reporting outweighed costs. Reporting inac-
curate data would fundamentally alter this cost-benefit equation. 

Just yesterday, PERC released a new empirical study entitled, 
‘‘You Score, You Win’’ at the National Press Club that specifically 
addresses concerns about alternative reporting data. The key find-
ings are, there is no evidence that those who open new accounts 
after having only nonfinancial accounts become overextended. 
There is no evidence of deteriorations of credit score over time for 
those with nonfinancial payment data in credit files. No empirical 
evidence supports the notion that chronic late payers would be 
harmed by fully reporting energy utility and other payment data. 
And all evidence suggests that reporting payment data serves both 
as a consumer protection and as a wide protection. 

Congress can play a role in helping achieve this socially and eco-
nomically optimal outcome. They can work to help remove statu-
tory barriers, including the perceived prohibition on sharing posi-
tive data contained in section 222 of the Telecommunications Act 
of 1996 that some telecom firms have unfortunately interpreted as 
permitting the reporting of only negative payment data, but not 
positive payment data. 

Congress could consider passing a law permitting energy utility 
and telecoms companies to choose to report their customer payment 
data. This would remove the most significant barrier identified by 
NARUC in a State, that of regulatory uncertainty. 

Finally, Congress could use their bully pulpit to act and to exhort 
and incentivize energy utility companies to fully report. 

Thank you for this opportunity to testify. 
[The prepared statement of Dr. Turner can be found on page 153 

of the appendix.] 
Chairman WATT. Thank you for your testimony. I didn’t realize 

that you were based in North Carolina, too. I should have given 
you a shout-out, as well. 

Mr. Hendricks, you are recognized for 5 minutes. 

STATEMENT OF EVAN HENDRICKS, PUBLISHER AND EDITOR, 
PRIVACY TIMES 

Mr. HENDRICKS. Thanks you, Chairman Watt, Ranking Member 
Barrett, and members of the committee for the invitation. My name 
is Evan Hendricks, and I am in my 28th year of publishing a news-
letter called Privacy Times. 

VerDate Aug 31 2005 15:29 Nov 19, 2008 Jkt 044906 PO 00000 Frm 00047 Fmt 6633 Sfmt 6633 K:\DOCS\44906.TXT TERRIE



42 

I have been in Washington a long time. And I am also the author 
of a book called, ‘‘Credit Scores and Credit Reports: How This Sys-
tem Really Works, What You Can Do.’’ And in the spirit of the 
book, I will try and speak on behalf of the millions of consumers 
who all have credit reports, either full files or thin files. 

Mr. Chairman, you have planted a very powerful seed today, and 
that is the idea that we should be entitled to one free credit score 
per year. I think the answer to your question, is there a policy rea-
son not to do that, is, no, there is no good reason not to do it. We 
should do it. To do it right, we have to seriously understand how 
the system works, and we have to talk about what I am calling the 
‘‘secret sauce,’’ and we will get to that in a minute; but to make 
this a meaningful score for consumers, there is a secret sauce in 
the system that we have to deal with. 

Now, right now, you take it for granted that we know about cred-
it scores. But you have to remember what it was like 12 years ago 
in the mid-1990’s when credit scores started being widely used. 
They were a complete secret; the industry did not even acknowl-
edge their existence. Then, when they found out about it and re-
porters like Michelle Singletary of the Washington Post started re-
porting on it, then they would not disclose the score to you. 

Then California led the way with a State law, and now we have 
the FACT Act, which means that you can get one, you can buy a 
credit score for a fair and reasonable price. 

Mr. Chairman and Congresswoman Speier put their finger on 
some very important problems, first, the problem that they are sell-
ing knock-off scores, or FAKO scores, ones that are not used by 
lenders. And so consumers are paying for scores. And we have lots 
of anecdotal situations where this consumer tries to be educated, 
they buy their score, they go out there; and then when they apply 
for credit, they find their score is much lower and so they are in 
a very disadvantaged situation. 

And, Mr. Chairman, the Fahrenheit versus Celsius problem is a 
very real problem because the industry has created a very con-
fusing situation here because we have the standard FICO score, 
which is used by about 75 percent of the lenders, that is the one 
most widely used. And then they sell you the PLUS score, and the 
TrueCredit, or TransRisk score, has a range that goes up to 950; 
the VantageScore, which all three have created, goes up to 990. 
And there is very little evidence of market penetration by those 
scores, and I hope that they produce some numbers on that. 

But I think maybe, probably the most profound problem is that 
as far as we have come, consumers cannot buy or get access to the 
actual score on which they are judged. 

Let’s use the mortgage setting as an example of this. When you 
apply for a mortgage, the broker, the lender, goes to a reseller, they 
pull a Tri-Merge report—your TransUnion, your Equifax, and your 
Experian—and they merge them into one report, and you get three 
FICO scores, one from each bureau. And those are the ones you are 
really judged on. So even when you are buying a FICO score from 
Equifax, the one you are being judged on is probably based on a 
different model. The ones you buy for yourself can give you a good 
idea, but there can also be significant differences. 
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So when we are talking about consumers really understanding 
where they stand, we need consumers to have access to those 
scores and also access to those Tri-merge reports. 

Now, the reasons that those are a subscriber version of the re-
ports, those are the most meaningful version of the reports; and I 
will explain a difference here in the minute that I have left. 

Right now, consumers cannot get access to those reports because 
the resellers that compile them are barred by contracts from show-
ing them to the consumer. Now, in the FACT Act it used to be they 
could not show the consumer anything after the fact. The FACT 
Act already changed that, so after the fact they can show you. 

Now we need to make it so consumers can see this information 
before they apply for credit. The reason this is important is that 
they also use algorithms to decide what information goes in your 
report when you apply for credit versus when you get your own. 
When you ask for your own report, they use very precise algo-
rithms to make sure that information really deals with you. But 
when they are selling a report about you to a creditor, they use 
looser, partial-matching algorithms, so if something might relate to 
you, they are going to make sure it is included on that report be-
cause they don’t want to miss out on anything. 

Instead of maximum possible information—or accuracy really is 
maximum possible information—those are the reports that con-
sumers need to get access to; and these resellers, the network of 
resellers, is a wonderful place to start. Including getting scores that 
are meaningful, we just have to override those contracts through 
national policy and bring more transparency and fairness to the 
system. 

Thank you. I yield back the rest of my time that I don’t have ei-
ther. 

[The prepared statement of Mr. Hendricks can be found on page 
119 of the appendix.] 

Chairman WATT. Thank you so much. 
And I thank all of the witnesses. 
The members of the subcommittee who have been here have been 

absolutely diligent, and they have been here throughout. So I am 
going to reward them by going last in my questions to this panel, 
since I have to be here anyway, and some of them may, because 
we went two rounds, have other competing appointments. 

So, Mr. Cleaver, I am going to recognize you first for 5 minutes. 
Mr. CLEAVER. Thank you, Mr. Chairman. 
I want to go back to the issues I raised with the previous panel. 

And one of the questions that I raised—I am just curious as to 
whether or not any of you would have a different response—and 
that is, is there a correlation between the place of residence and 
credit scores? 

And, specifically, I think my question is, in areas of high minor-
ity concentration, the study I have suggests that they have worst- 
ever scores. And if credit scores have a disproportionate impact on 
residents in communities with high minority concentrations, what 
other socioeconomic factors might account for this reality? 

Mr. HENDRICKS. Well, I am familiar with the Missouri study, and 
I think it is a very useful study, though its controversial. Industry 
doesn’t like it. 
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Mr. CLEAVER. Well, yes. 
Mr. HENDRICKS. But it showed that there was disadvantaged 

credit scores in disadvantaged communities. And I think that is— 
you know, I compare credit scoring—I agree with Professor Staten, 
it is something that is here to stay, so I think we have to under-
stand and deal with it. 

But it is a lot like SAT scores. SAT scores are sort of a test cre-
ated by a circle of people which is meant to measure a certain kind 
of skill. And the credit scoring system is kind of the same way. 

And so there are people who are extremely responsible in paying 
their bills, but if they are not plugged into our surveillance system 
of credit, then they don’t get the credit in terms of a good credit 
history and good score. 

And so if you have a thin file and then you also have a late pay-
ment on top of it, then it is a double whammy that sends your 
score down more because part of your score is based on good news, 
and if you are a disadvantaged community, it is much harder to 
build up the history of good news that will give you a buffer in case 
the bad news comes. 

So that is why I think it is a useful study. 
Mr. CLEAVER. Do minorities and poor folks have worse credit 

scores regardless of the geography? 
Mr. HENDRICKS. I don’t know. I think the actual research shows 

that there are people from disadvantaged communities who have 
good credit scores, too. But that means that they basically play by 
the rules of that system of building credit, avoiding late payments, 
not maxing out their credit cards. 

That is kind of a tall order in today’s society, though; and so I 
think you are going to see falling median levels of the population’s 
credit scores. 

But I think clearly we need especially targeted presence in pro-
grams and education. Because now getting credit is going to be im-
perative to any sort of social mobility, and so people have to under-
stand how the system works and how they can use it or find the 
alternative system that will give them a chance. 

Mr. CLEAVER. Well, ‘‘alternative system,’’ I am glad you men-
tioned those words. Why do we have, essentially, three credit rat-
ing agencies? 

Mr. HENDRICKS. That was a result of business evolution. We 
used to have five major ones, and merger and acquisition made it 
so we have the three that we have today. 

Mr. CLEAVER. Do we need more than three, or is there a reason 
to make some adjustments in the three we have that would allow 
the underserved communities to have greater access to credit? 

Mr. TURNER. If I could respond to that, the national credit re-
porting system certainly is an evolving system; and as I mentioned 
in my oral statement and in my written prepared statement, the 
phenomenon of automated underwriting has absolutely, by every 
measure, made lending broader and deeper and fairer. And as I 
also mentioned, it is not perfect. 

And, of course, I was asked to speak about the promise of non-
traditional or alternative data; and I actually agree wholeheartedly 
with Evan’s observation that having this data reported in greater 
volumes would actually help mitigate the adverse consequences of 
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a negative in a delinquency or default for thin and—well, for thin 
file, particularly, individuals. 

So the system is evolving. You have seen niche players move into 
this market. Four years ago you could probably count the number 
of them on one hand. PRBC was a pioneer. Now we have link-to- 
credit, Experian, Equifax—or Experian and TransUnion are cer-
tainly making great strides in this. But it is a slow process. 

We have worked on the demand side. The study that PERC pro-
vided actually brought lenders and the bureaus together to under-
stand the payoff for using alternative data for risk assessment. The 
issue now is that we have to make a business value proposition to 
energy utility and telecoms firms to report the data because they 
absorb very real costs under the Fair Credit Reporting Act in terms 
of data furnisher obligations. 

We have a forthcoming study. We have surveyed a large number 
of energy utility and telecoms companies with the American Gas 
Association, the Edison Electric Institute, TransUnion, and 
Experian. We will be providing those results in the next quarter. 

But it is a challenge. Our hope is to realize that aspiration. So 
it is an evolving system, and I think strides are being made. 

Mr. HENDRICKS. And I think the answer to your question too is, 
the credit reporting system is basically built to collect the informa-
tion behind your back and then the information surfaces when you 
try and make a credit move. In other words, it is sort of a ‘‘gotcha’’ 
system. 

So one policy or goal would be to have one credit reporting agen-
cy that would be more a consumer-facing reporting agency. And I 
think Dr. Turner has cited pay rent—you know, PRBC is one 
where it is an opt-in approach—and others. So I think we do need 
alternatives, and we need to have it so consumers are plugged into 
their own information as much as all those thousands of creditors 
are plugged into it. 

Mr. CLEAVER. Mr. Chairman, one of my hopes is that some time 
later we will have another hearing. But I certainly would love to 
have an opportunity to read the study that Dr. Turner spoke of 
that will come out in the next quarter. 

Mr. TURNER. We would also be happy to provide, if you are inter-
ested for the record, our report from just yesterday that empirically 
speaks to some of these questions as well. 

Mr. CLEAVER. Yes, I am very interested. 
Thank you, Mr. Chairman. 
Chairman WATT. We certainly would welcome that report. 
And for the gentleman’s information, I don’t think there is any 

anticipation that there will be any legislative moves on this issue 
this year. So we have a period of time to get forward-looking infor-
mation that is in process now. 

Mr. Barrett is recognized for 5 minutes. 
Mr. BARRETT. Thank you, Mr. Chairman. Drs. Staten and Turn-

er, can you kind of elaborate on the effect of credit scores on our 
senior citizen population? 

Mr. STATEN. Well, it basically has the same effect as it does for 
the rest of the population. It is built on past experience, experience 
with credit, repayment of credit. There isn’t any particular bias in 
the credit scoring models with respect to senior citizens; and in 
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fact, if anything, the Federal Reserve Board’s study last year sug-
gested that if there is an age bias at all built into the standard 
scoring models, it tends to look at files and take time on file as an 
indication of or a proxy for age. Senior citizens who have used cred-
it in the past probably have a very long time on file, and it prob-
ably counts very much to their advantage. 

Mr. ABRAHAMS. I would offer that actually in cases where there 
is loss of a loved one and the major spouse who had the credit his-
tory passes on, then the widow or widower may experience some 
issue there. So that would be a factor. 

Mr. TURNER. And I would add to that, in fact, one of the key 
findings from our previous studies with Brookings UMI was, a sig-
nificant number of above-66 individuals who had a thin file. And 
so we see, actually, great promise in having the energy utility and 
telecoms payment data in assisting elderly individuals who, in fact, 
as Clark notes, we have an increased incidence of late-stage divorce 
and the widow-widower effect. 

And our actual numbers were corroborated by another study 
done by one of our supporters for that study, which was GE Money, 
and they came up with almost the exact same percentage. So there 
is an issue that we think alternative data reporting can actually 
help resolve. 

Mr. BARRETT. And, Dr. Turner, while I have you on the line here, 
I know that we have talked about credit scores, and there is a lot 
of hemming and hawing about whether it is the right thing, or fac-
tors we take into it. But out of all the findings that we have seen, 
would you agree that, using some type of scoring system, you get 
the most accurate predictor of risk, fairness, affordability, the 
whole 9 yards of any system that is out there today? 

Mr. TURNER. Well, again, we have advocated as part of our alter-
native data initiative having data reported directly to credit bu-
reaus and consumer reporting agencies. 

I think—and if I understood correctly the one system that Rep-
resentative Green alluded to—that has been our stated objective. 
We think that is very efficient. 

TransUnion has been on that path for a long time. Certainly, 
Experian and all the bureaus are looking at that at this point. 

Mr. BARRETT. And the last thing I want to—Mr. Chairman, we 
have talked about—Mr. Hendricks brings up some very wonderful 
points, but isn’t the key for the consumer education—I mean, didn’t 
he or she need to know all there is no know about the scores, how 
they are obtained, how it affects them? 

And again, let me pose this same question to you guys. I know 
you all heard it all from the first panel, how, as much as is out 
there, so many people still don’t understand what is going on. How 
do we impart that information to the average citizen? 

Mr. HENDRICKS. Well, it has to be a multifront attack, and I have 
written a book; you are holding a hearing, you passed the FACT 
Act. All these things have contributed to it. 

Again, in my 30 years following this, I am still optimistic be-
cause, again, 12 years ago, they weren’t even acknowledging there 
were credit scores. Now we are deciding between which color is 
best and which best serves consumers. 
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So I think the idea that—like the State attorneys general have 
gone around their State holding identity theft things which relate 
to credit scores, the 13-Town Tour. You are talking about going to 
your community at teleconferences with your community. I think it 
is like giving it every chance we get and, you know, a concerted 
push. 

There is supposed to be a financial literacy push as part of the 
2003 FACT Act. I don’t think that has the aspirations that it is 
supposed to. But I think, now it is not just interesting, it is vital 
for people. 

So I think in terms it is worth public policy, it is worth resources 
to go into our communities, starting with the high schools, and 
really make a concerted effort that this is pocketbook stuff and peo-
ple need to understand it. 

Mr. BARRETT. Absolutely. Thank you gentlemen. 
I yield back, Mr. Chairman. 
Chairman WATT. I thank the gentleman. I am going to report to 

my ranking member that he should have a substitute for him all 
the time. 

The gentleman from Texas, Mr. Green, is recognized. 
Mr. GREEN. Thank you again, Mr. Chairman. Let’s start with 

Mr. Abrahams. 
Sir, you have seemed to intimate, if not state, that a comprehen-

sive system, while not necessarily perfect, is still a better system 
on balance than what we have currently if you want to extend 
credit fairly to everyone. 

Is that a fair statement? 
Mr. ABRAHAMS. I would say that is a fair statement, yes. 
Mr. GREEN. And you have heard some of the indications about 

information collected about utilities and landlords and persons who 
are without what we will call the ‘‘traditional reporting system.’’ 

How is it that your standard or your asset test, this equation 
that you have developed, how is it that it can tweak the process 
such that you get results that are consistent? 

Mr. ABRAHAMS. It would first classify the borrower or the loan 
applicant. So we talked about the Celsius and the Fahrenheit. That 
is because the credit score is an odds quote. That is what a credit 
score is. We are not giving the consumer—we are not giving the 
consumer the scale, but we are giving him the odds, if you will. 

I am advocating a system where we would have a classification 
to the consumer that would be decipherable, so you would know 
precisely what your position was relative to the primary factors of 
the loan decision. And it is much more difficult and challenging for 
score card developers to provide that kind of information because 
of the secret recipe. 

Mr. GREEN. And, Mr. Turner, you gave some information con-
cerning this as well. It seems to me that you are of the opinion that 
reporting all of this information as much as possible makes sense. 

Is that a fair statement? 
Mr. TURNER. It is a fair statement, but I would recognize the 

chairman’s caveat that there are certainly going to be road bumps 
along the way. 

Mr. GREEN. Is there a means, a methodology, by which the road 
bumps, while they are there, they can still be factored into the 
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equation and you can still service people who have only nontradi-
tional credit? 

Mr. TURNER. Well, I think the market is responding. I think you 
are seeing, in fact, a number of models that rely heavily on non-
traditional data for credit positioning purposes. And certainly to 
the extent that the volume increases— 

Mr. GREEN. I am going to take it from your answer, that is ‘‘yes.’’ 
Mr. TURNER. Yes. 
Mr. GREEN. Okay. Just so that I can move on, must you report 

to the agency to benefit from the information that the agency has? 
For example, if I am a landlord and I would like to use credit infor-
mation, do I have to report information to the agency to use the 
information that I can receive? 

Is there reciprocity involved in this process, is what I am asking. 
Mr. TURNER. Well, there are a number of alternatives available 

right now, and some emerging. 
Actually, we are working currently with TransUnion’s rental 

screening services and testing the validity of using rental payment 
data and credit risk assessment. Similarly, with a group in At-
lanta, a rent bureau. This data is just being collected now; it just 
really didn’t exist in numbers before. 

But also pay rental credit has an opportunity for individuals to 
work through lenders to have lenders report payment data to a 
third party to make credit decisions as well. 

So there are a number of different alternatives. 
Mr. GREEN. You indicated earlier that more and more landlords 

and nontraditional users are now starting to use these scores, cor-
rect? 

Mr. TURNER. That is correct. 
Mr. GREEN. If they are using the scores, is that a means by 

which we can induce them to also present information that is accu-
rate? 

I am trying to find a means by which we can inculcate them into 
the process without making it mandatory. If you want to benefit 
from it, let’s have some reciprocity of participation from you is 
what I am leaning toward. 

Mr. TURNER. I would suggest—again, I think that TransUnion 
would be better situated to talk about their standards on this. But 
clearly, all the bureaus have data quality standards for taking in 
new data. 

It is not just that you may report and the bureaus have to take 
it. There are certain standards for quality that are in place already. 
And I think that there are a number of low-hanging fruit, particu-
larly among the energy utility and telecoms firms that are very 
large, have sophisticated databases and billing cycles and can re-
port very high quality data that is verifiably accurate. 

Mr. GREEN. I understand. 
It seems to me—and I will come to you in just a moment, Mr. 

Hendricks, because I am interested in what you have to say. But 
it seems to me that if more and more companies are moving toward 
these scores and they are utilizing these scores, if we can encour-
age them to not only benefit from the score, but also to have reason 
to participate in the process by virtue of benefiting from the score, 
we can inculcate them. 
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Is there something in that logic that I need to better understand? 
Mr. TURNER. No. I agree, and that is what we are trying to show. 

We are trying to basically show the business value to prospective 
furnishers from reporting; and that is what will get the buy-in into 
the system and why they will report accurate data. 

Mr. GREEN. Mr. Hendricks. 
Mr. HENDRICKS. I wanted to answer your question. 
Right now, there is not really reciprocity. Even the Act defines 

that there are furnishers of information to the credit reporting 
agencies, and then there are users; and you don’t have to be a fur-
nisher to be a user. 

I think the way to go is to let this be a consumer-driven thing 
to the extent that to have—let’s say, as an example, the utility 
company—they can tell their customers, we can report data about 
you to consumer reporting agencies if you opt into this. If you do, 
these are the benefits that are going to be. 

The problem, if we did this en masse, top down, is that we have 
gone decades and decades where people don’t expect information on 
utilities to be reported to credit reporting agencies. So if there are 
people who generally pay on time, but had a few late payments, 
but had a thin file, then all of a sudden that is going to hurt them 
rather than help them. 

Mr. GREEN. Because my time is up, let me share this. I think I 
comprehend what you are saying. You are saying that this is an 
evolutionary process, and it may metamorphose into something 
comparable to what we are talking about. 

But, listen, one more thing before we leave this. I am concerned 
about those who are left out of the process, and that is what all 
my questions have been leading to. 

How do I get them, those who really do pay bills, but don’t have 
this traditional credit, how can they benefit from credit? Because 
you made it transpicuously clear that it pays to have good credit. 
I mean, you save money, you can then have wealth-building by 
some other means. That is the concern that I am trying as best as 
I can to extract from you: How do we get to this point where we 
can do this? 

And I think I am hearing you say ‘‘comprehensive’’—that is the 
term you used—comprehensive reporting makes a difference. You 
can’t compel it, but there may be a way to entice it. Is that a fair 
statement? Does anybody differ with me on that, don’t compel but 
entice? 

And before I yield back, what do you perceive to be the most effi-
cacious methodology for enticement? 

Mr. TURNER. We would encourage clarification on section 222 of 
TA-96 and permit—pass a law that permits utility companies and 
telecoms firms to report payment data to bureaus and CRAs. 

There is a lot of regulatory uncertainty in the States. There are 
utility companies that want to report that have been told ‘‘no’’ by 
their PUC or PSC despite the fact that there is no statutory prohi-
bition. And we found out that many regulators believe that this 
data will be used for marketing, which is incorrect because the 
FCRA explicitly prohibits that. So there is an issue of regulator un-
certainty. 
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There are States right now—we are working in California and we 
are working in Illinois—there is a great interest in California and 
a great interest in Illinois in doing something legislatively or 
regulatorily that will promote this reporting. 

Mr. GREEN. Mr. Chairman, I don’t know if this is something that 
is already being reviewed by a committee member or someone else. 
But if it is appropriate, perhaps my office can work with the good 
offices of Mr. Turner and try to craft some language. 

Now, I am not sure that we are the committee of jurisdiction for 
that. 

Chairman WATT. We are not the committee of jurisdiction. And 
the gentleman may be surprised to know that he is the leader on 
this issue. You really are. I mean, I think perhaps you and Mr. 
Castle have probably taken more leadership on the issue of alter-
native data than anybody else on the committee or the sub-
committee. 

So it was through your efforts that we made that a part of the 
hearing today, in fact, at your urging and Mr. Castle’s urging. And 
I am glad we did because my initial inclination was not to, because 
I thought it was a sufficiently different subject that would just con-
fuse people. 

I think it has really been an enlightening discussion, and I would 
encourage you, as we develop questions, follow-up questions, to 
submit in writing to this panel and the earlier panel to aggres-
sively think through some of the issues that you have put out 
there; and let’s build a record on it. We won’t be the legislating 
subcommittee, but our whole purpose is to build a legislative record 
for the committee of jurisdiction, the subcommittee of jurisdiction, 
or the full committee, to act on this. 

So this is the place to do it, and you are the leader on it, whether 
you know it or not. Whether you like it or not, you are the leader 
on it. 

Mr. GREEN. Thank you, Mr. Chairman. Sometimes I am better 
than I realize I am. Thank you. 

Chairman WATT. You just don’t know what your power is. 
Mr. GREEN. Mr. Chairman, if I may ask unanimous consent to 

give a quick response? 
I am more concerned about—section 222 of the Telecom Act of 

1996 is what I think was referred to. I am not sure that Financial 
Services is the committee of jurisdiction to deal with an amend-
ment. 

Chairman WATT. It sounds like, from Dr. Turner’s response, that 
there is no real—that the problem is a lack of clarity. There is not 
a directive that says they cannot do it; it is just that a number of 
them have found it in their interest not to do it, and they are using 
the lack of clarity to hide behind, as I understand it. 

Is that correct, Dr. Turner? 
Mr. TURNER. Actually, in this case, there was a major telecom 

firm that did fully report to all three bureaus. But internal counsel 
conservatively interpreted the FCRA carve-out in section 222, be-
cause the prevailing practice at the time was reporting only nega-
tive data, and they felt they could be exposing themselves to class 
action litigation for being in violation of Federal law. 
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Chairman WATT. And that is one of the concerns that has been 
raised about it. Unless you put some parameters around it, only 
the negative data that will adversely impact people’s credit, not the 
positive data that will enhance their ability to get credit, will be 
reported. 

And in response to Mr. Hendricks’ comment, one concern about 
an opt-in or opt-out approach has been if you opt out, certain lend-
ers will view that as an indication that you are admitting that your 
credit was bad, and they will use that against you. So I mean, you 
kind of meet yourself here coming and going. 

But I think you have to pursue it because you and Mr. Castle 
are the—I am not just humoring you publicly here—you are the 
leaders on this issue. 

Mr. GREEN. Thank you, Mr. Chairman. 
Chairman WATT. The gentlelady from California is recognized for 

5 minutes. 
Ms. SPEIER. Thank you, Mr. Chairman. 
And thank you to our panel, and a special hello to Evan Hen-

dricks with whom I have had the pleasure of working over a num-
ber of years. 

I am going to share, Mr. Chairman, my bias. We call these credit 
reporting agencies or credit bureaus, which gives the average con-
sumer the impression that they are dealing with some Federal en-
tity, when in fact they are not. We heard this afternoon they are 
privately or publicly traded companies. 

And yet this information is so critical, and to Mr. Barrett’s com-
ments, who suggested that the consumer needs to be educated, 
needs to know what goes into their FICO score and what they can 
do to improve their FICO score, we can’t give those kinds of an-
swers because, for all intents and purposes, it is a proprietary for-
mula. It is sort of like a secret sauce; we don’t know what it is. 

Now, there is something wrong when the government can’t ar-
ticulate what should be considered in a FICO score. I mean, the 
fact that we are talking about enticing these bureaus or agencies 
to include alternative information is, I think, pretty weak. And I 
hope, Mr. Green, you will make it compulsory, because I think that 
is part of what we should be looking at, a complete picture. 

Based on what has been said here, more companies are coming 
into the market, which means we will have more FICO numbers, 
not fewer; that consumers are going to be buying numbers that 
may or may not be the numbers that are being used by their lend-
ers; that, in effect, over the long-term we are going to have more 
subjectivity as to who gets what premium or who gets what mort-
gage at what interest rate because these numbers aren’t the same 
for everyone based on a specific set of indices that are used. 

So here is my question, and let me start with Professor Staten. 
We will have, it is anticipated, 5 million Americans who will be 

foreclosed on in a very short period of time. What are we going to 
say to them if, in fact, they were lured into a loan that was a 
subprime loan when they were really eligible for a more traditional 
loan and they are upside down? What are we going to tell them? 
What are all of us going to tell them in terms of how they are going 
to improve their FICO score? 

VerDate Aug 31 2005 15:29 Nov 19, 2008 Jkt 044906 PO 00000 Frm 00057 Fmt 6633 Sfmt 6633 K:\DOCS\44906.TXT TERRIE



52 

Second scenario—and this will be a question to you to start off 
with and then to everyone else, because the second scenario is why 
I am particularly talking to you. I have a son who is about to be 
a junior in college, he goes to a great university, and is a smart 
kid. Literally last week, he sent me an e-mail, ‘‘Mom, I just found 
out that I have a FICO score of 600.’’ And it was because when he 
opened up his checking account at a very prominent national bank 
they automatically gave him a credit card. He didn’t know it was 
a credit card because kids mostly deal in debit cards. So he is using 
his debit card and, I guess, used this credit card in addition; and 
over the course of 3 months, he didn’t pay in a timely manner and 
he now has a 600 FICO score. 

What are we doing about all these young people who are lured 
into all kinds of products on the college campuses and who start 
out in life with lousy credit scores, because we are complicit in cre-
ating an environment where they exceed what they should be en-
tering into? 

So that is kind of a two-part question. I will start with you, Mr. 
Staten, and then I would like all of you to answer. 

Mr. STATEN. Sure. I think we start by teaching them to pay their 
bills. 

I am going to trade you another story. I taught a class in retail 
financial services at the University of Arizona this last semester. 
I asked all my students, as a matter of course, to pull their credit 
report. 

I had one student who apparently didn’t. At the end of the se-
mester, he got a job, went to California, and was trying to look for 
an apartment. At that point, the landlord pulled the credit report 
and found that he has, despite having three bank cards, that by his 
admission that he has paid very well, he had a FICO score of about 
560. Reason? He had collection activity that came from the Tucson 
Police Department because he had gotten several traffic violations 
that he had failed to pay—just ignored them, swept them under 
the rug. 

I suspect that is not an uncommon thing that happens to young 
people. 

It doesn’t matter what the bill is, whether it is a credit card bill 
or a loan payment or a utility bill or a cable bill or a traffic ticket, 
young people have to understand that when they don’t pay, there 
is a consequence; and that consequence comes forward in a lender’s 
evaluation of their past payment history. Whether it is through 
their credit score or whether it is through pulling the credit report 
without the score, the lender is going to see that, to the extent that 
it is reflected in the credit report. 

And I don’t think young people fully appreciate how sloppy pay-
ment in the past has major implications for them, not just in get-
ting credit and pricing credit, but in finding an apartment and 
doing other things. 

It is a matter of education. We have to teach them that it mat-
ters, that it is important, that it can cost them; and then how to 
manage it. 

Ms. SPEIER. And the answer to the first question? 
Mr. STATEN. I have forgotten now what the first question was. 
Ms. SPEIER. The 5 million Americans— 

VerDate Aug 31 2005 15:29 Nov 19, 2008 Jkt 044906 PO 00000 Frm 00058 Fmt 6633 Sfmt 6633 K:\DOCS\44906.TXT TERRIE



53 

Mr. STATEN. I think you have raised another issue there in terms 
of the suggestion that some of them were duped into mortgages 
they couldn’t afford. The fact is, now they are in a mess and they 
are stuck with a foreclosure on their record. 

It will go away over time; we do know that after 7 years the 
thing drops off, and in fact more quickly than that, it has less im-
pact on the credit score. How much impact it has is going to be a 
function of how much other credit they actually have, how much 
positive experience that they have been able to amass. 

But that is about the best answer I can give you on that point. 
Mr. ABRAHAMS. If I could go next, I would like to say that I 

think, from some of the statistics that I have heard, it takes them 
11 years for, I think, a white non-Hispanic and maybe 14 years for 
an African-American borrower who has had to go through the fore-
closure process before they can get on their feet again. So—there 
is a period of time before one has the capital to recover to approach 
homeownership, so it is a pretty severe problem. 

The system that I am advocating would have determined from 
the get-go vulnerability that there was a product that would put 
at risk the affordability. And, secondly, just the concentrations, 
that the amount of concentration and the degree of concentration 
in certain borrower segments would be surfaced immediately, we 
are doing a lot of this product of people who are living paycheck- 
to-paycheck, have no savings, bought a home that was 3 times 
their annual salary, had 10 percent down. It is the perfect storm 
that you don’t see when you are looking at all these things individ-
ually, but when you put them all together it paints a pretty com-
pelling picture. 

So I am not suggesting that CCAF would have prevented a 
subprime crisis. There are a lot of factors that went into that. But 
I do believe that a comprehensive approach would have been more 
helpful. 

And as for the student, I was a student. I remember when I was 
at Stanford, I got my first Bank of America card back in 1974. And 
I was encouraged to get some credit, use it, let it revolve, don’t pay 
it all off, let it revolve a little bit and then pay it and get estab-
lished. 

My point would be, if we have alternative data, if we could also 
track savings records—and we have to be creative about it, but 
other means of sourcing information outside of just credit usage, 
that one can be qualified, I think that would be helpful. 

Mr. TURNER. In terms of your first question, we are actually in 
discussions right now with the Governor’s office in the State of 
Ohio to analyze the efficacy of the Ohio Compact, which is an 
agreement between nine large lenders in Ohio, in the State of Ohio, 
about certain practices designed to effectively minimize the prob-
ability of moving folks from homeownership to foreclosure. And this 
model is being considered in other States. We want to operate in 
fact and know whether or not this is making a difference. So we 
would be happy to report those results. 

I don’t know what I would tell consumers who have been fore-
closed or are facing foreclosure. But certainly, we would like to look 
at solutions and viable solutions. 

That is what I will offer. 
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Mr. HENDRICKS. And I think, Congresswoman Speier, that where 
this committee can start is people have to know where they stand; 
and right now we are only halfway there in terms of seeing the ac-
tual scores on which they are judged and seeing the actual data 
that is in their subscriber version reports. We have to start there, 
because until you know where you stand, you don’t know what you 
need to do next to get there. 

But this goes back to our discussion with Congressman Barrett 
that we need a massive effort going into the communities to get 
people more financially literate on these issues because now it is 
not just interesting, it is crucial. 

Chairman WATT. The gentlelady’s time has expired. 
I will just make one point as a reminder to the members who 

participated in the insurance scoring hearing that this is not 
unconnected, because once you get a 500 score on your FICO for 
credit purposes, you also have driven up your insurance rates be-
cause, remember, we were all troubled by that. 

So this is not only credit, this is insurance. There is a transfer-
ability here. 

The second point I would make, and I know you all want to, 
there is a big caucus that is getting ready to convene very shortly, 
the Democratic Caucus, so the members have to leave. It seems to 
me, with these 5 million people, Representative Speier, we may end 
up having to grade on the curve at some point. Otherwise, I don’t 
know how you are going to go forward extending credit to people 
who, but for having gotten into these kind of mortgages that they 
really couldn’t afford, would have reasonably good credit. 

So, anyway, I didn’t get a chance to ask questions. I am con-
cerned—well, I am going to stay long enough to ask my questions, 
but you all feel free to leave, which is why I decided to go last, be-
cause I knew you all had given at the office today, beyond the call 
of commitment, and I definitely appreciate it. 

Mr. Abrahams, the concern I have about your approach—and I 
want you to convince me that I am wrong about it—is that it seems 
to inject more subjectivity into it. There will be a category of people 
for whom your approach would be a lot fairer, but I think there 
would be some concern about the level of subjectivity that is in-
jected into the process. 

And that would be a concern that I think Representative Cleaver 
would have. So if you can address that quickly, that would be help-
ful, I think, to him and to me. 

Mr. ABRAHAMS. Thank you, Chairman Watt. 
What we are advocating is not going back to the old method of 

every loan officer is a system. We are talking about systematic pol-
icy application, proven principles that are understandable, that are 
the basis for how people would want to responsibly handle their fi-
nancial affairs. 

I am talking absolutely connected to, that we didn’t reinvent the 
wheel of the five ‘‘C’s’’ of credit. And the character part deals more 
with just your payment history, which are capacity and your cap-
ital. And so the idea is that this would not be anything like pulling 
out of the air; it would be proven and it would be accepted and it 
would be well-documented and consistently applied. It would be 
more consistent than credit scoring because credit scoring today 
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has overrides after the fact, anywhere from 5 to 10 percent over-
rides on the low side and sometimes 10 to 15 percent on the high 
side. So we say we have this great score but then other things come 
into play. 

I don’t dispute that those are not correct decisions, but this 
method brings all that together in one at the same time and ren-
ders a decision without first creating a score. It first classifies, then 
risk rates; it doesn’t risk rate and then classifies. So I think we 
have that a little bit turned around in the way we are doing things 
today. 

I hope that is helpful. But the idea is that the judgment is sys-
tematically applied. And it is not an individual’s judgment; this 
would be a corporate judgment. 

Chairman WATT. I think I am going to withhold the rest of my 
questions, and just submit them in writing. 

Let me, while I have somebody here who could object if they 
chose to, ask unanimous consent to submit for the record the Fed-
eral Reserve’s response to a list of questions that we asked them 
to address, that we thought we would have at the beginning of the 
hearing. It hadn’t gotten here, but it came during the course of the 
hearing today. 

And the Federal Reserve also released a report in August of 2007 
that was required under section 215 of the FACT Act. I ask unani-
mous consent to submit that for the record. 

[The Federal Reserve report can be accessed at http:// 
federalreserve.gov/boarddocs/rptcongress/creditscore/default.htm] 

And I also ask unanimous consent to submit for the record the 
Consumer Federation survey that I referred to in my opening state-
ment. I am just trying to get a full record here so that anybody who 
wants to go and really, really delve into this subject will have the 
information they need to do it. 

It has been wonderful. I am sorry that we backed you into a 
timeframe where we couldn’t explore as extensively with you as we 
did with the first panel. I can tell you that one of the questions I 
am going to want you all to be addressing in writing is whether 
the credit reporting agencies can, consistent with the FACT Act ob-
ligation, which requires complete and accurate consumer reports, 
base their numbers on maximum available credit as opposed to 
credit that is actually outstanding. It would be interesting to get 
your reaction to that. That was one of the questions that I asked 
in the earlier panel and didn’t seem to get as forthcoming an an-
swer as I thought I might. 

We thank the members for being here, and this is an extremely 
important subject. We hope that people have flocked to their tele-
visions to watch C-SPAN 3. And if they did, that they learned a 
lot about credit scores, credit reports, alternative data, and the pit-
falls that are out there. I would tell them that it is not only out 
there for credit decisions; it is out there for insurance decisions, 
too, because of the way this thing is structured now. 
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So, with that, I will note that the members may have additional 
questions for this panel which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 30 days 
for members to submit written questions to these witnesses and to 
place their responses in the record. 

And with that, thank you all for being here. The hearing is ad-
journed. 

[Whereupon, at 5:15 p.m., the hearing was adjourned.] 
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